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I .   BACKGROUND  AND  PURPOSE  OF  TUTS  REPORT 

The  program-;  of  the  federal  government  to  subsidize  multi  family  rental 
housing  under  Sections  221(d)(3)  and  236  of  the  National  Housing  Act  have 
succeeded  in  stimulating  production  of  units  both  in  Boston  and  the  country 
as  a  whole.   The  combination  of  government  insurance  of  private  loans,  one 
percent  interest  and  tax  shelter  for  private  investors  in  the  Section  236 
program  has  resulted  in  105,000  housing  starts  in  1970,  and  130,000  in  1971. 
Within  the  City  of  Boston,  by  November  1,  1972,  11,332  dwelling  units  had 
been  rehabbed  or  built  under  these  two  programs,  with  another  3,531  under 
way  and  1,682  anticipated. 

Yet,  the  National  Corporation  for  Housing  Partnership's  Task  Force  on 
Housing  Management  has  estimated  that  10  percent  of  the  Section  236  units 
built  would  be  in  serious  financial  difficulty  within  ten  years.   There  is 
controversy  over  whether  the  success  of  these  programs  in  terms  of  .produc- 
tion is  matched  by  a  corresponding  failure  in  terms  of  the  financial  and 
social  problems  created.   In  particular,  within  the  City  of  Boston,  there 
has  been  no  clear  evidence'  of  the  present  condition  and  prospects  for  the 
future  of  subsidized  multifamily  rental  housing. 


In  this  context,  a  study  of  subsidized  housing  projects  in  the  Boston 
Metropolitan  area  is  being  carried  out  by  the  Boston  Urban  Observatory//, pur- 
suant to  contracts  with  the  Boston  Redevelopment  Authority  and  the  National 
League  of  Cities.   The  purposes  of  this  study  are  to  enable  the  City  of 
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Boston  (a)  to  determine  the  relative  influence  of  various  factors  explaining 
the  reasons  for  and  extent  of  financial  difficulties  in  subsidized  housing 
projects,  (b)  to  attempt  to  ascertain  what  steps  the  City  could  take  to  help 
prevent  these  difficulties  from  occur ing  in  the  future  and  (c)  to  ensure  that 
projects  which  do  experience'  financial  troubles  are  not  managed  in  such  a  way 


ns  to  inhibit  the  achievement  of  the  City's  housing  and  environmental  goals. 

The  project  has  four  research  components'.   an  inquiry  into  the  dimensions 
of  the  problem,  financial  analysis  of  a  sample  of  projects,  an  analysis  of 
ownership  and  management,  and  a  survey  of  a  sample  of  tenants.   This  first 
report  focuses  on  the  first  component  and  sets  the  stage  for  the  more  detailed 

explorations  to  follow. 

V 

The  purpose  of  the  report  is  to  outline  the  number  and  location  of  the 

subsidized  housing  projects  in  the  Boston  Standard  Metropolitan  Statistical 
Area  (SMSA) ,  list  their  basic  characteristics,  including  those  projects  which 
are  experiencing  financial  difficulty  and  describe  those  general  factors  which 
have  been  identified  by  persons  close  to  the  problems  as  causing  such  financial 
difficulties.   Conclusions  are  presented  in  sections  II  through  V. 


II .   SUMMARY 

"Subsidized  housing"  lias  been  defined  in  this  report  as  housing  built  for 
low-  and  moderate-income  families  under  Sections  221(d)(3)  and  236  of  the  Na- 
tional Housing  Act.   Within  Section  221(d)(3),  both  the  Below  Market  Interest. 
Rate  program  and  the  Market  Rate  program  —  when  coupled  with  100  percent  use 
of  rent  supplements  —  are  considered.   Within  Section  236,  projects  processed 
by  both  the  Federal  Housing  Administration  and  the  Massachusetts  Housing  Finance 
Agency  are  considered.   Projects  for  the  elderly  are  not  considered. 

A  chronology  of  a  typical  project  is  presented  in  Section  III;  this  sec- 
tion is  intended  to  describe  the  decisions  and  events  shaping  a  project's 
future,  from  early  planning  through  project  operation. 

A  general  listing  of  all  subsidized  housing  projects  in  the  Boston  Stand- 
ard Metropolitan  Statistical  Area  (SMSA)  is  given  in  Section  TV.   For  eHch  pro- 
ject, the  project  number,  name,  address;  name,  address  and  type  of  sponsor, 
type  of  construction  (new/rehab),  mortgage  amount,  number  of  dwelling  units, 
number  of  rent  supplement  units,  number  of  leased  housing  units,  and  manager's 
name  and  address  are  listed.   A  summary  of  sources  of  data  is  included,  and 
the  the  data  provided  by  the  general  listing  is  summarized  to  bring  out  the 
general  characteristics  of  subsidized  housing  in  the  Boston  SMSA  and  in  the 
City  of  Boston.   Included  in  the  general  listing  and  in  this  analysis  are 
three  progressively  more  serious  indicators  of  financial  difficulty  —  mort- 
gage default,  assignment  of  mortgage  to  HUD,  and  mortgage  foreclosure. 

Some  of  the  results  of  this  analysis  for  the  City  of  Boston  are  that  th-er-e— 
<s^e- Boston,  with  23  percent  of  the  population  in  the  SMSA,  has  76  percent  of 
the  completed  subsidized  housing  units.   About  half  of  Boston's  units  are  new 
and  half  are  rehab.   Boston  lias  virtually  all  of  the  rehab  in  the  SMSA.   Most 
rehab  projects  have  less  than  7r>   filing  units,  and  most  new  projects  have 


100-300  units.  Half  of  all  subsidized  units  in  Boston  are  owned  by  six  sponsor? 
Out  of  11,332  completed  units  in  Boston,  A, 570  are  in  projects  sjiowing  one  of 
the.  three  indicators  of  financial  difficulty.  Most  of  thes-e.  are  in  the  "core 
areas"  of  Roxbury,  South  End  and  North  Dorchester.  There  are  5,213  units  not 
completed  but  under  construction  or  considered  feasible  by  HUD.  (A  recent  18 
month  moratorium  declared  by  HUD  casts  doubt  on  the  future  completion  of  many 
of  these . ) 

Finally,  a  preliminary  analysis  is  given  of  the  general  factors  recognized 
as  causing  financial  difficulty.   This  discussion  includes  causes  related  to 
both  development  and  operation  of  subsidized  housing,  and  is'  structured  by 
reference  to  the  actual  and  planned  cash  flow  of  two  projects.   ^   0 . 


III.   A  CHR(WOLO<]Y  OF  A  HYPOTHETICAL  PROJECT 

The  purpose  of  this  section  is  twofold:   to  illustrate  what  can  happen  in 
a  project's  lifetime  as  it  progresses  from  early  conceptualization  to  initial 
occupancy  and  beyond.   The  scenario  given  is  essentially  valid  for  any  of  the 
programs  considered,  with  certain  variations  noted  below.   The  housing  develop- 
ments with  which  this  report  is  concerned  are  privately  owned,  federally  subsi- 
dized new  and  rehabilitated  low-  moderate-income  family  housing  in  the  Boston 
SMSA.  Translated  into  federal  program  numbers,  this  means  that  the  221(d)(3) 
Below  Market  Interest  Rate,  FHA-processed  236,  Massachusetts  Housing  Finance 
Agency-processed  236  and  221(d)(3)  Market  Rate  -  when  combinf.fi  with  virtually 
100  percent  rent  supplement  -  programs  are  considered.   The  abbreviations  used 
for  these  programs  in  this  report  are,  respectively,  221(d)(3)  BMIR,  236,  MHFA 
and  221(d)(3)  MR-RS . 

In  each  program  mortgage  insurance  is  provided  by  HUD-FHA,  except  that 
MHFA  insures  the. mortgage  in  its  program.   In-  236,  MHFA  and  221(d)(3)  BMIR 
programs,  HUD-FHA  provides  subsidies  to  reduce  the  mortgage  interest  to  one 
percent,  one  percent  and  three  percent,  respectively.   In  221(d)(3)  the  sub- 
sidy takes  the  form  of  rent  supplements  for  the  occupants.   In  221(d)(3)  pro- 
jects, the  Government  National  Mortgage  Association  (GNMA)  holds  the  mortgage, 
while  in  236  and  MHFA  projects,  a  private  lending  institution  is  the  mortgagee. 

There  are  other  subsidies  involved,  of  course,  such  as  the  tax  shelter 
provisions  and  special  leverage  devices  built  into  the  programs.   However, 
these  will  not  be  discussed  here,  since  the  aim  is  only  to  illustrate  some 
key  actions  and  terms  to  those  already  familiar  with  subsidized  housing  pro- 
grams . 


The  Deci  s i  on   To  Sponsor  A  Project: 

A  project  may  be  developed  by  a  variety  of  entities:   a  Limited  Dividend 
Corporation  (LD)  has  annual  dividend  returns  limited  to  6  percent  of  the  ini- 
tial stated  equity  in  the  project;  a  Non  Profit  (NP)  sponsor  is  neither  directed 
nor  controlled  by  anyone  seeking  to  derive  profit  from  the  venture;  a  Coopera- 
tive (COOP)  sponsor  is  a  non  profit  corporation  which  restricts  project  occu- 
pancy to  corporation  members;  an  Investor/Sponsor  (1NY/SP)  may  build  and  operate 
as  a  limited  dividend  entity  with  the  objective  of  transferring  ownership  to  a 
cooperative  within  two  years  of  completion;  and  a  Builder/Seller  (Bb/S)  builds 
and  operates  under  an  agreement  to  sell  to  a  non  profit  entity.   If  an  INV/SP 
or  BL/S  fails  to  sell  to  the  cooperative  or  non  profit  entity,  it  must  operate 
the  project  as  a  limited  dividend  entity.   The  word  sponsor  is  equivalent  to 
mortgagor  or,  more  loosely,  owner.   The  term  developer  is  also  frequently  used 
for  sponsor,  but  will  be  avoided  in  this  report  to  avoid  confusion  with  the 
general  contractor,  or  builder.   There  are  various  forms  of  identity  of  inter- 
est between  the  mortgagor  and  the  general  contractor  which  range  from  complete 
identity  to  none,  and  the  precise  form  determines  one  of  the  key  financial 
inducenc.  ts  to  a  limited  dividend  sponsor:   the  Builder's  and  Sponsor's  Profit 
and  Risk  Allowance  (BSPRA) .   BSPRA  is  essentially  a  means  to  reduce  the  actual 
cash  investment  to  form  10  to  15  percent  of  the  stated  equity  in  the  project, 
i.e.,  as  little  as  1-2  percent  of  the  project  replacement  cost,  dividend  dis- 
tributions are  based  on  the  stated  equity. 

The  sponsor,  carries  out  the  market  research  and  site  selection  processes 
to  determine  whether  there  is  a  demand  for  subsidized  housing,  new  or  rehabil- 
itated, at  an  available  location,  and  whether  it  is  feasible  to  build  and  oper- 
ate within  the  mortgage,  rent  and  tenant  income  limitations  applicable.  Tnc 
feasibility  of  the  project  is  indicated  by  calculation:;  on  form  F11A  2013  - 


Application  for  Project  Mortgage  Insurance.  Essentially,  feasibility  means  HUD 
agrees  Li. at  rents  payable  by  persons  within  the  income  limits  arc  sufficient  to 
support  the  principal,  interest  and  operating  expenses,  while  allowing  for  rea- 
sonable vacancy  rates. 

HI ! D  Actions  In  Processing  An  Application 

The  first  formal  submission  of  FHA  2013  is  an  application  for  a  Letter  of 
Feasibility  from  HUD,  which  signifies  that  HUD  finds  the  project  feasible,  estab- 
lishes target  dates  and  reserves  for  funds  required  by  the  project.   This  reser- 
vation holds  for  60  days,  during  which  another  2013  must  be  submitted  and  a 
Letter  of  Conditional  Commitment  issued  by  HUD.   Otherwise,  the  fund  reservation 
expires. 

Conditional  commitment  is  based  on  preliminary  architectural  drawings  and 
refined  costs  resulting  from  negotiations  with  the  contractor.   This  step  may 

be  .omitted  by  ':'  e  technique  of  Single  Stage  Processing. 

* 

Final  plan-  and  specifications  are  again  submitted  with  the  2013  in  an 

Application  for  Firm  Commitment.   Firm  commitment  means  that  HUD  will  insure 
the  mortgage  and  construction  advances  and  subsidize  the  interest. 

The  next  stage  is  the  Initial  Endorsement,  or  inital  closing  which  is 
the  actual  initial  endorsement  by  HUD  of  the  credit  instrument;  it  provides 
for  construction  and  certain  other  advances  and  allows  construction  to  begin. 
In  some  FHA-processed  236  and  all  MHFA  projects,  the  construction  lender  is 
MHFA,  with  the  benefit  of  interest  rates  considerably  below  those  of  conven- 
tional lenders. 

Construction  ensues  during  which  both  the  architect  and  HUD  inspect  and 
certify  progress.   At  95  to  97  percent  completion,  IIUD  issues  a  Permission  to 


c  ipv,  allowing  units  to  be  ranted.   In  urban  renewal  areas  the  Boston  Rede- 
velopment Authority  must  also  issue  a  certificate  of  occupancy  before  units  may 
be  rented.   Rental  of  units  may  bcgr'.n  prior  to,  the  last  step  in  the  development 
process,  Final  endorsement. 

Final  Endorsement,  or  final  closing,  constitutes  the  final  endorsement"  of 
the  mortgage  instrument,  putting  in  effect  the  insurance  of  the  permanent  loan 
and  subsidization  of  the  mortgage  on  the  completed  project. 

Determination  of  Feasibility 

Until  1970,  feasibility  was  determined  only  by  the  site,  number  and  size 
of  units,  the  expected  rent,  estimated  operating  costs  and  the  amount  of  the 
loan.  This  procedure  has  been  criticized   for  the  absence  of  management  planning, 
and  for  the  unrealistic  practice  of  estimating  operating  costs  from  middle-  and 
upper-income  experience.   Components  of  the  operating  budget  were  assumed  to 
have  the  same  relative  proportions  as  in  middle  class  housing,  and  no  allowance 
was  made  for  temporary  increased  vacancy  rates,  rent  delinquency,  operating 
cost  increases  or  errors  in  cost  estimates.   Feasibility  was  achieved  on  paper 
with  no  margin  for  construction  cost  increases  due  to  inflation  and  delays. 

HUD ' s  response  to  these  problems  was  to  modify  its  emphasis  on  quantity 
production  to  include  requirements  for  well-managed  quality  housing.   This 
change  of  policy  is  marked  by  new  project  selection  criteria,  effective  Febru- 
ary 7,  1972,  which  include  evaluation  of  the  management  plan  and  certification 
of  the  manager's  past  performance.   The  management  plan  must  be  submitted  prior 
to  firm  commitment,  preferably  at  feasibility  determination  and  must  use  known 
operating  costs  for  successful  similar  projects. 

The  Fea  si  1)1  1  i  t  y  B  a  lance 

The  fundamental  economic  criterion  for  feasibility  is,  of  course,  that 


project  income  be  greater  than  or  equal  to  expenses,  and  that  a  market  exist 
which  is  ahle  to  provide  the  project  income.   This  is  indicated  diagramraatically 
in  Figure  III-l.   The  features  unique  to  subsidized  housing  are  that  the  interest 
rate  is  lower,  that  potential  tenants  must  have  incomes  wit!  ;.n  the  applicable 
limits,  and  that  rent  not  exceed  approximately  25  per/cent  of  the  adjusted  income 
of  the  tenant.   In  effect,  the  income  limits  put  an  upper  limit  on  the  rent, 
which  in  turn  puts  an  upper  limit  on  per-unit  mortgage  amortization  and  operating 
costs.   This  limit  is  in  turn  somewhat  relieved  by  the  interest  subsidy. 


FIGURE  III-l 

THE  CONDITIONS  FOR  FEASIBILITY 
(From  0' Block  and  Kuehn^) 

A  frequent  result  which  has  serious  implications  for  actual  operation,  is 
that  the  trade-off  between  per-unit  construction  cost  and  operating  costs  tends 
to  force  either  an  unrealistic  low  estimate  of  operating  cost  or  less  durable 
construction  to  be  chosen.   And  even  is  a  satisfactory  trade-off  is  achieved, 
it  is  often  done  with  little  margin  for  change,  since  the  delicate  feasibility 
balance  usually  relies  on  the  maximum  allowable  basic  rents.   Thus,  an  upward 
modification  of  construction  or  operating  costs  is  difficutlt  to  obtain  even  if 
it <• should  become  necessary.  • 


O'clock  and  Kuehan  have  shown  that  changes  in  construction  costs  and  inter- 
est rate;  have  considerably  more  impact"  on  basic  rents  Chan  do  changes  in  oper- 


ating costs.   Figure  IIT-2  illustrates  their  results.   If  a  sponsor  were  able, 
therefore,  to  lower  construction  costs,  the  balance  would  be  tipped  relatively 
more  toward  feasibility.   The  project  might  then  find  itself  with  both  an 
increased  operating  budget  and  increased  maintenance  costs  due  to  cheaper  con- 
struction, and  the  hope  (or  gamble)  would  be  that  feasibility  can  be  maintained 
as  wear  and  tear  on  the  building  take  place. 


FIGURE  III-2 


CHANGES  TN  RFNT  VS  CHANGES  IN  COSTS 
(From  0' Block  and  Kuohn5) 


Prep ar« i_r_j  on  For  Management 

IsTiile  the  processing  takes  place,  the  manager  is  being  selected  and  a 
management  plan  is  developed.   HUD  has  extensive  guidelines  to  assure  adequate 
consideration  in  the  management  plan  for  both  social  and  physical  needs.   How- 
ever, one  sponsor  experienced  with  both  conventional  and  non-profit  developments 
has  asserted  that  management  expenses  would  be  excessive  if  all  of  HUD's  recom- 
mendations for  social  workers  and  full-time  resident  managerial  staff  were  ob- 
served.   In  any  case,  some  plan  is  agreed  on. 

Frequently,  the  management  firm  is  owned  or  controlled  by  the  sponsor. 
Even  investor-sponsored  housing  usually  has  a  sponsor-  or  contractor-controlled 
manager  for  the  period  between  initial  occupancy  and  sale  to  the  cooperative. 
There  are  several  advantages  to  this  arrangement.   One  is  the  opportunity  for 
additional  profits  through  such  devices  as  application  fees  taken  on  100  per 
cent  occupied  projects  and  ownership  of  maintenance  companies  doing  work  at 
higher  than  wholesale  rates.   Another  is  that  management  has  the  ability  to 
turn  minor  (and,  it  is  often  alleged  major)  construction  negligencer  into 
operating  costs  paid  for  out  of  the  rent,  rather  than  items  payable  by  the 
contractor. J 

Such  accusations  and  apparent  conflicts  of  interest  can  seriously  polarize 
relations  between  tenants  and  owner/managers  early  in  the  life  of  the  project 
and  contribute  to  a  reinforcement  of  tenants'  beliefs  that  landlords  are  more 
concerned  with  profits  than  people.   At  any  rate,  tlie  arrangement  between 
manager  and  sponsor,  together  with  the  actual  operating  conditions  will  have 
a  major  impact  on  whether   tenants  come  to  percieve  the  housing  as  their  own 
or  as  "the  landlord's."   This  attitude,  in  turn,  may  be  reflected  in  operating 
costs . 


During  this  period  of  preparation,  negotiations  may  also  be  in  progress  for 
a  certain  number  of  leased  housing  and  rent  supplement  unit:;.   These  units,  of 
course,  will  make  the  project  available  to  low-income  people,  as  well  as  remove 
direct  management  control  from  leasing  to  and  evicting  the  leased  housing  tenants 

Project  Operation 

After  final  endorsement,  or  sometimes  before,  tenants  move  in  and  operation 
begins.   The  rent  charged  to  the  tenant  reflects  the  subsidization  of  interest 
by  replacing  the  market  rent ,  which  would  have  to  be  paid  if  interest  were  at 
conventional  rates,  with  basic  rent, 'made  possible  by  the  1  percent  (or  3  per 
cent)  mortgage  interest  An  upper  limit  on  family  income  is  established  for 
221(d)(3)  projects  by  HUD-FIIA.   Upper  limits  on  236  and  MHFA  projects  are  either 
135.- percent  of  local  public  housing  entry  limits,  or  90  percent  of  the  221(d)(3) 
limits  (236  exception  limit).   A  family  pays  25  percent__of_adjusted  income, 
except  that  the  rent  paid  must  be  at  least  equal  to  the  basic  rent.   For  families 
with  incomes  below  public  housing  limits  ,  leased  housing  and  rent  'supplement 
units  may  be  available  ,  so  that  the  family  only  pays  25  percent  of  adjusted 
income,  the  rent  subsidy  paying  the  balance  of  basic  rent.   There  is  a  minimum 
income  for  rent  -supplement  determined'  by  the  condition  that  25  percent  of  ad- 
justed income  must  be  greater  than  or  equal  to  30  percent  of  the  annual  market 
rent. 

These  rules  are  illustrated  in  Figure  III-3  for  a  family  of  four-  in  a 
two-bedroom  236  unit.   The  basic  and  market  rents  are  the  medians  derived  from 
a  sample  provided  by  the  HUD  Area  Economist.   Notice  that  there  is  only  a  $600 
income  range  between  the  normal  236  limit  and  the  income  at  which  basic  rent 
begins  to  claim  more  than  25  percent  of  income. 

Tliis  is  the  paradox  of  subsidized  housing:   costs,  and,  therefore,  basic 


Figure  III- 3 

RENT  CHARCED  TO  A  FAMILY  OF  A  IN  A  2-BEDROOM  236  UNIT 
(Based  on  median  rents  for  the  Boston  SMSA,  Nov.,  3  972) 
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rent  tend  to  increase  to  the  very  limit  of  the  ability  of  eligible  families  to 
pay.   A  similar  diagram  for  a  family  of  three  in  the  same  unit  would  show  only 
a  $190  income  range  for  families  paying  25  percent  of  income  and  still  eligible. 
A  family  of  four  with  income  less  than  $6,000  may  take  advantage  of  the  leased 
housing  or  rent  supplement  programs  if  these  subsidies  are  incorporated  into  the 
project. 

After  rent-up  and  the  beginning  of  project  operation,  real  feasibility  is 
determined  by  actual  events.   The  rest  of  this  section  will  discuss  the  types 
of  difficulties  which  may  begin  to  happen. 

Mortgage  Default   If  costs  exceed  income  long  enough  to  deplete  a  project's 
cash  reserves,  managment  must  decide  to  forego  some  of  its  obligations.   A  cer- 
tain amount  of  uner-maintenance  may  be  resorted  to,  but  too  much  will  be  self- 
defeating  both  in  creating  major  maintenance  problems  as  well  as  inviting  tenant 
retaliation  through  the  only  means  at  their  disposal:   rent  withholding  or  more 
informal  delinquencies.   Utility  payments  can  be  missed,  but  not  indefinitely. 
Sooner  or  later,  if  a  negative  cash  flow  persists,  a  monthly  principal  or  inter- 
est payments  will  be  missed. 

>  The  following  discussion  illustrates  what  happens  when  a  monthly  payment 
is  missed.   Assume  that  the  due  date  was  January  1.   If  the  payment  is  not  made 
within  a  30-day  grace  period,  the  mortgagee  is  "entitled  to  benefits."   The 
term  default  is  used  after  the  expiration  of  this  period  of  grace.   Within  30 
days  after  eligibility  for  benefits,  that  is,  by  March  1,  the  mortgagee  must 
notify  HUD  of  the  default  on  HUD  92426  (formerly  FIIA  2426) .   Within  45  days  of 
eligibility  for  benefits,  that  is,  by  March  15,  the  mortgagee  must  give  a  Notice 
of  Election,  electing  either  to  foreclose  (and  collect  100  percent  of  the  mort- 
gage) or  assign  the  mortgage  to  HUD  (and  collect  99  percent). 


Payment  Mortgagee  Must  Mortgagee  Must 

Due  Default:   Mortgagee         Notify  HUD  •■■  Give  Notice 

Entitled  to  Benefits         of  Default         /    of  Election 


Grace 
Period 


TIME  (MONTHS) 
Figure  II1-4     EVENTS  ASSOCIATED  WITH  MORTGAGE  DEFAULT 


FIGURE  III-4 
EVENTS  ASSOCIATE T  WITH  MORTGAGE  DEFAULT 

Thus,  if  a  January  payment  is  missed,  but  is  paid  by  March  15,  the  mortgagee 
may,  but  is  not  required  to,  elect  foreclosure  or  assignment.   If  it  is  paid  by 
February  1,  no  action  may  be  taken  by  the  mortgagee.   A  default  may ,' therefore , 
indicate  a  lean  period,  but  not  necessarily  signal  any  deeper  problems. 

However,  it  is  possible  to  take  advantage  of  the  notification  rules  and  stay 
perpetually  one  month  behind,  making  January's  payment  in  February,  February's  in 
torch,  etc.,  avoiding  the  mortgagee's  election.   The  ultimate  benefit  is  an  8.3 
percent  savings  in  amortization  costs  in  the  year  the  tactic  is  adopted.   Of  course, 
if  the  reasons  .for  the  negative  cash'  flow, continue,  additional  deterioration  of  the 
project's  financial  position  will  take  place. 

Extension  of  Election  Requirement :'  Forbearance   A  mortgagee  must  elect  ""either 
foreclosure  or  assignment  within  the  deadline,  but  may  agree  with  the  sponsor  and 
HUD  to  extend  execution  of  that  election.   During  this  extension  other  actions  may 
be  taken  to  alleviate  the  problem.   One,  which  may  be  directed  at  a  Jong-term  solu- 
tl0U'  is  a  rent  incrcase>  discussed  below.   Another  is  a. -^bearance"  agreement  in 
which __the  three  parties  agree  to  suspend  principal  and/or  reserve  payments  for  a 
^givenjperiod  -  three  to  twelve  months,  typically.   The  forbearance  may  be  renewed 
indefinitely,  but  a  practical  limitation  is  that  it  effectively  increases  principal 
paymc     for  the  rest  of  the.  fixed  /,0-ye.ar  mortgage  period,  and,  therefore,  will 


only  increase  fixed  costs  in  the  future,  unless  the  amortization  period  for 
the  mortgage  is  extended. 

Rent  Increase   HUD  must  approve  any  rent  increase.   Opinions  differ  as  to 
the  bases  on  which  HUD  makes  its  decision.   Depending  on  whom  one  is  talking 
to,  HUD  either  grants  it  on  the  merits  when  justified,  grants  it  without  signi- 
ficant critical  examination  of  the  sponsor's  figures,  or  refuses  to  grant  in- 
creases to  avoid  the  ensuing  political  storm. 

In  Boston,  there  is  controversy  over  the  jurisdiction  of  the  Boston  Rent 
Board  (BRB)  in  these  matters.   The  issue  is  whether  the  city  may  regulate  rents 
when  HFA  already  regulates  them,  based  on  interpretation  of  the  supremacy  clause 
of  the  U.S.  Constitution.   While  awaiting  a  decision  on  the  constitutional  issue, 
the  Boston  City  Council  has  passed  and  the  Mayor  has  signed,  the  state  rent  con- 
trol lav;  (C.842 [1970] )  .   This  will  replace  Boston's  expiring  local  ordinance 
enabled  under  C.863  (70),  and  specifically  excludes  federally  subsidized  housing 
from  controls.   However,  the  City  has  also  adopted  an  additional  local  ordinance 
enabled  by  C.863  (70)  to  include  subsidized  housing.   This  dual  operation  of 
local  and  state  rent  controls  has  been  approved  in  recent  court  decisions.   It 
could  become  meaningless,  however,  if  the  constitutional  issue  is  decided  so 

"i 

as  Jo  remove  subsidized  housing  from  other  than  federal  rent  control. 

Boston's  expiring  rent  control  ordinance  covered  subsidized  housing  occupied 
prior  to  December  1,  1968.   In  practice,  a  sponsor  first  went  to  FHA  and  upon  FILA 
approval  notified  tenants  and  BRB  of  the  increase.   If  one  or  more  tenants  com- 
plained, BRB  executed  its  hearing  and  decision  process.   BRB  rulings  denying  or 
limiting  proposed  rent  increase  are  now  being  appealed  in  the  above  mentioned 
cases. 

The  new  rent  control  ordinance  covers  all  subsidized  new  construction  com- 
pleted after  January  1,  197/ ,  and  al]  subsidized  rehab  projects.   All  covered 


projects  must  be  registered  with  the  BRB .   In  addition  to  securing  FHA  approval 
of  an  increase,  the  sponsor  must  also  obtain  approval  of  the  BRB  in  each  rase. 
The  board  may  not  issue  across-the-board  genera]  regulations  applying  to  subsi- 
dized housing,  but  it  may  initiate  an  increase  or  decrease  in  an  individual  case. 

1 
There  is  no  provision  in  the  ordinance  for  a  rollback  of  rents,  as  is  the  case 

in  C.842  (70). 

If  a  project  has  rented  to  tenants  near  the  upper  income  limit,  then  e 
rent  increase  is  more  feasible  than  if  most  tenants  were  straining  their  budget 
with  30  to  35  percent  of  their  income  going  to  rent.   An  FHA-approved  rer.c 
\  increase  is  automatically  collected  in  rent  supplement  units  without  af fee  rung 
N  the  tenants'  payments,  but  it  can  only  be  negotiated  when  the  lease  expire-  in 
\  leased  housing  units.      '  ' 

Assignment   The  mortgagee  becomes  HUD  when  the  mortgage  is  assigned.   Since 
the  insurance  is  no  longer  in  effect,  HUD  has  wide  discretion,  with  the  direct 
threat  of  foreclosure,  to  force  changes  in  operating  procedure  on  the  sponsor 
and  manager.   However,  this  threat  is  mitigated  by  HUD's  desire  to  avoid  becoming 
the  owner.   HUD's  policy  in  this  matter  is,  therefore,  likely  to  be  as  important 
as  the  economics  of  a  project  in  the  decision  whether  continued  default  should 
lead  to  foreclosure. 

Foreclosure   As  indicated  above,  this  is  the  ultimate  action,  and  is  re  rely 
reached.   Every  incentive,  both  to  HUD  and  the  sponsor,  is  to  avoid  foreclosure 
and  there  are  only  five  projects  in  the  Boston  SMSA  that  are  foreclosed  or 
the  process  of  foreclosure  as  of  November  1,  1972.   According  to  Irving  Solomon, 
Director  of  Housing  Services  and  Property  Management  at  the  HUD  Area  'Officii  in 
Boston,  three  of  these  occurred  before  construction  was  completed  and  one  *:vs.    a 
clear  case  of  an  incompetent  owner.   Only  in  one  case  did  all  of  the  hold 
actions  take  pi  are  prior  to  failure. 


Pr o  1  ec t s  S t n Cus e.s_   To  Re  Us ed  In  General  Listing 

The  preceding  discussion  forms  the  basis  for  selection  of  certain  statuses 
indicating  a  project's  present  condition.   After  the  application  for  conditional 
commitment ,  when  the  sponsor  pays  fees  to  FHA  for  the  first  time,  a  project  will 
be  listed  under  Application  Pending,  until  it  receives  initial  endorsement.   Then, 
it  is  in  the  Initial  Endorsement  group  during  construction,  until  final  endorse- 
ment.  Projects  remain  thereafter  in  the  Final  Endorsement  status  unless  they 
are  assigned  or  foreclosed.   Projects  Assigned  or  Foreclosed  are  grouped  separ- 
ately, and  include  several  projects  in  the  process  of  foreclosure  or  assignment 
as  of  November  1,  1972.   Since  mortgage  default  is  not  a  HUD  action  and  may 
change  from  month  to  month  a  separate  category  was  not  introduced,  but  projects 
in  default  on  November  1,  1972,  are  indicated.   Forbearance  agreements  and  ex-   ,/ 
tension  of  execution  were  not  available  as  of  this  writing.   MHFA  projects  with 
closed  construction  loans  are  listed  under  Initial  Endorsement  prior  to  occu- 
pancy.  Thereafter,  they  are  in  Final  indorsement.   No  data  was  available  for 
MHFA  projects  in  the  Application  Pending  status. 
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Footnotes  to  Section  III 


1.  This  summary  has  been  condensed  from  A  Practical  Guide  to  Low-  and 
Moderate-Income  Housing  (Student  Edition),  C.L.  Edson  and  B.S.  Lane, 
Bureau  of  National  Affairs,  Washington,-  D.C. 

2 .  Management  of  Federally-Assisted  Multifamily  Rental  Housing:   An 
Analysis  of  the  Section  236  Program,  Carla  Okigwe  (Master's  thesis, 
Harvard  University,  May  1,  1972). 

3 .  An  Economic  Analysis  of  the  Housing  and  Urban  Development  Ac t  of 
1968,  Robert  P.  O'Block  and  Robert  H.  Kuehn ,  Jr.,  Division  of 
Research,  Graduate  School  of  Business  Administration,  Harvard 
University  (1970). 

4.  Telephone  interview  with  William  J.  Furlong,  Beacon  Redevelopment 
'  Corporation  (November  2,  1972). 

5.  The  Management  of  Inner  City  221(d)(3)  Housing:   Two  Case  Studies 
Bob  Komives  and  Kevin  Lawler,  Harvard  University  -  (Pre-print). 
This  paper  reports  disputes  on  this  issue  between  the  cooperative 
owner  of  St.  Joseph's  housing  and  Community  Management,  Inc.;  Com- 
munity Management  is  owned  by  the  Investor-Sponsor,  Development 
Corporation  of  America. 


iCT  DATA 

A.   Sur  narv  of   I<    nation  Available  and  Identification  of  Sources 

The  Director  of  the  HUD  Area  Office,  M.  Daniel  Richardson,  was  ex- 
tremely helpful  in  implementing  the  collection  of  information  by  making 
FHA  records  available  to  us.   The  specific  records  examined  are  listed 
below,  with  a  description  of  their  information  content.   The  general 
listing  in  Section  IV-C  is  a  composite  based  on  all  records  listed  in 
Section  IV  A. 2.   Whenever  there  was  a  discrepancy,  it  was  resolved  by 
consulting  HUD  officials  or  project  personnel.   The  Boston  Urban  Obser- 
vatory takes  responsibility  for  any  errors  that  may  remain,  although 
every  effort  has  been  made  to  eliminate  them.   The  accessibility  of  each 
record--  to  the  gen,  ral  public,  where  known,  is  stated  to  enable  future 
'   updating  of  this  effort  to  take  place  as  efficiently  as  possible.   Copies 

of  the  more  important  documents  are  given  in  exhibits  1  through.?. 

1 

1.  Types  of  Projects  Considered: 

221(d)(3)  BMIR,  221(d)(3)  MR  with  rent  supplements,  236  Family  and 
MHFA  new'  construction  and  rehab  in  the  Boston  SMSA. 

2.  Sources  Used  in' Reconnaissance : 

a)  FHA  2404   These  are  cards  located  in  FHA  Processing  and  Control, 
under  the  direction  of  James  O'Keil,  in  the  fourth  floor  of  the 
Bullfinch  Building.   The  card  lists  project  name,  number,  address, 
total  dwelling  units,  owner  type,  new/rehab,  processing  history, 
mortgage  lawyer,  contractor  and  architect.   A  card  is  prepared 

on  application  and  updated  at  major  events  in  project  history. 
Available  for  research  purposes  only  with  consent  of  Director 
of  Processing  and  Control.   Exhibit  1. 

b)  Selected  Multi-Family  Status  Reports,  12/31/71:   This  is  put  out 
by  the  Statistics  Branch,  Division  of  Research  and  Statistics, 
Housing  Production  and  Mortgage  Credit-FHA-HUD.   A  yearly  listing 
of  all  FHA  programs  for  the  entire  country.   Lists,  by  program, 
processing  status,  and  state,  project  number,  name,  city,.  SMSA, 
new/rehab,  owner  type,  total  dwelling  units,  mortgage  and  con- 
struction status.   Exhibit  2. 

c)  A  list  of  projects  prepared  by  James  Wallace,  HUD  Area  Economist. 


This  list  gives  project  name,  number,  address,  unit  breakdown, 
status,  some  basic  rents  and  some  managers  as  of  September,  1972. 
Handwritten, prepared  once  for  internal  use.   Copy  included  with 
Subsidized  Housing  Project  records. 

d )  List  of  HUD  (FIIA)  Projects  located  in  Boston  (as  of  5/31/72) 
Supplied  to  Boston  Rent  Board  by  Paulletta  Frazier,  HUD  Area 
Property  Management  Division.  This  list  gives  project  name, 
number,  address,  sponsor's  name  and  address,  management  name 
and  address  and  total  dwelling  units.  Copy  included  with 
Subsidized   Housing  Project  Records. 

e)  Untitled,  undated  list  of  projects  supplied  by  HUD  Area  Informa- 
tion Desk.   Supplies  project  number  name,  address,  manager's  name 
and  address  and  total  dwelling  units.   Copy  included  with  Sub- 
sidized Housing  Project  Records. 

o 

f )  Summary  of  All  Closed  Loans  Made  By  MHFA  (October,  1972,  Quarterly 
Report)    This  listing  gives,  for  MHFA  projects  past  the  closing 
of  the  construction  loan,  project  name,  number,  address,  sponsor's 
name  and  address,  mortgage,  total  units  and  unit  breakdown,  date 
loan  closed,  occupancy  date  (expected  or  in  force)  rent  supple- 
ment, leased  housing  and  rent  skewed  units,  and  manager's  name 
and  address.   Exhibit  3. 

g )  Untitled  list  of  foreclosures,  assignments  and  defaults  as  of 
11/1/72 ,  supplied  by  James  Wallace,  HUD  Area  Economist.   Lists 
project  name  and  number  and  above  three  statuses.   Prepared  on 
request. 

h)    Leased  Housing  Report  of  Occupied  Apartments  by  Owner  and  Bed- 
room' Size  as  of  .10/31/72,   Boston  Housing  Authority.   Lists 
owner  and  number  of  leased  units  by  bedroom  size.   Presumably  a 
public  document.   Exhibit  A. 

i)    Untitled  list  of  rent  supplement  units  based  on  Rent  Supplement 

Contracts .  Prepared  by  Linda  Homestead,  F11A  Rent  Supplement  Divi- 
sion, on  request.   Lists  project  name  and  number,  number  of  rent 
supplement  units  authorized  and  number  used  as  of  September,  1972. 

Sources  to  be  Used  in  Detailed  Project  Analysis: 

a)    FIIA  2013  -  Application  for  Mortgage  Insurance  (Submitted  three 
times  during  development)  This  is  the  basic  working  document 
detailing  projected  costs  and  income.   FIIA  2013  forms  are  in 
project  dockets;  dockets  are  kept  in  Dorothy  Raphael's  office, 
Room  301-B,  Bullfinch  Building.   The  dockets  may  be  in  the 
archives  in  Waltham  if  a  project  has  been  finally  endorsed  for 
some  time.   The  dockets  also  contain  all  correspondence  and 
HUD  working  documents  and  memoranda.   Available  only  with 
Director's  permission.   Exhibit  5. 


b)  FHA  2410  -  Operating  Expense  Statement:  (Submitted  annually  by- 
each  project  to  HUD  Area  Property  Management  and  with  application 
for  rent  increase)   A  detailed  cash  flow  statement.   Exhibit  6. 

c)  FHA  2470  -  Annual  Physical  Inspection.   This  is  filled  out  by 
the  sponsor  and  submitted  annually  to  HUD.   Exhibit  7. 

d)  Boston  Rent  Board  Application  for  Rent  Increase.   This  is  essen- 
tially an  operating  expense  statement  and  a  calculation  of 
several  measures  of  profit. 

e)  Rent  Supplement  Vouchers.  These  are  kept  in  the  Rent  Supplement 
Office,  sixth  floor,  Bullfinch  Building  and  give  the  actual  rent 
supplement  units  used  by  bedroom  size. 

f)  Project  management  records.   These  will  provide  composition  of 
projects  at  initial  occupancy. 

Sources  of  Possible  Use  to  the  BRA  I 

These  are  not  available  to  us  now,  but  are  worth  discussing  with  Jim 
O'Neil,  Director  of  Processing  and  Control,  HUD  Area  Office,  for  the 
routinely  updated  summary  data  they  could  provide  the  BRA. 

a)  FHA  2088  -  Weekly  Multi-family  Project  Status  and  Control  Report 
Project  number,  name,  city,  program,  total  dwelling  units  and 
processing  status  prior  to  application  for  conditional  commitment 
as  well  as  after. 

b)  Project  Tracking  System  An  information  system  encompassing  the 
entire  Region,  which  is  in  the  process  of  being  implemented.   A 
terminal  in  Jim  O'Neil 's  office  enables  reports  to  be  generated 
based  on  information  in  the  project  file.   Nature  of  information 
listed  for  each  project  is  not  yet  finalized. 
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EXHIBIT  IV-5 

F1IA  2013:   APPLICATION-PROJECT 
MORTGAGE  INSURANCE 


APPLICATION    -   PROJECT  MORTGAGE   INSURANCE 


and  ihc  FEDERAL  HOUSINC  COMMISSIONER. 


idersifned  hereby  requests  a  loan  in  ifie  principal  amount  of  $ 


to  be  insured  under  the  provisions  of  Section 


of  the  National  Mousing  Act,  said  loan  to  be  secured  by  a  first  mortgage  on  the  properly  hereinafter  described. 


arc  of  advances  during  construction      [      |    is,          [~  ]    is  not  desired,           ~J    Feasibility          |~   {    Conditional  (      j    Firm 

,f  Mortgagor:     □    PM  QJ    LD  QJ    B-S  □    NP  Permanent  Mortgage  Interest  Hate  %. 


CATION    AND    DESCRIPTION    OF    PROPERTY: 


2.  Str-et 


3.  Municipality 


«  of    fVo;!Ct 

•valor      1      |  flafkup 


3.  ChKk  Applicable  tiox;._-a) 
|      j  Rovv  |      |  Detached 


!    9.  Ei:.  Ave.  Uontiilj  Ranuai  prr  Ur 
LTtM-dciacbec  i   J  ?>}o. 


posed     (      ]  Existing 

:     t.j.   z:.-.ii.u 

"J"       " '       ""       "  ■    ' 

SITE    INFORMATION 

BUILDING   INFORMATION 

ft.  by                                       ft.,  or 

sq.  ft. 

16.  Structural  System 

16a.   Yr 

Uullt 

ng  (If  recently  changed,  submit  evidence) 

17.  Exterior  Finish 

18.   Heotin6-A/C  Sy* 

era 

ORMATION  CONCERNING  LAND  OR  PROPERTY 

)ate 
juircd 

20. 

Purchase 
Price 

21-     Additional 
Costs  Paid 
or  Accrued 

22-       If  Leasehold 
Annual 
Ground  Rent 

23. a 

TOTAL 
COST 

23.  b 

Balance 
Outstanding 

24'    Relationship-Business, 
Personal  or  Other 
Between  Seller  £r  Sponsor 

i      •     -" 

S 

S 

S 

s 

S 

itics-            Public                Community 

,ter                □                   LD 
Irs         ■    □                   □ 

26.      Unusual  Site  Features-                                                                                                                                                      ._.       .- 

L~J  Cuts        □  Fills            L7J  Rock  Formations                   |     ~\  Erosion 

f~~J  Poor  Drainage                    □  High  Water  Table                   [      [  Retaining  Walls 

|      |  Other  (Specify)                                                                          |      |  None 

n.VA;TE    C 

F    INCOME: 

of  Each 
Type  Unit 

Living  Area 
(Sq.   Ft.) 

Composition  of  Units 

Unit  Rent 
Per  Month 

Total  Monthly  Rent 
For  Unit  Type 

S 

$ 

TOTAL    ESTIMATED    RENTALS    FOR   ALL    FAMILY    UNITS 

3 

Parking  Spaces- 

Open  Spaces                         (3       £                              per  month 

Park 

("nverrd  .Spares                              B        %                                  per  month 

mercial 

Area-Ground  Level 

Other  Levels 

Sq.  Ft.        (S>       % 

per  sq.  ft. /mo. 

Sq.  Ft.        0       % 

per  sq  .  ft,  /mo. 

TOTAL    ESTIMATED    GROSS    PROJFCT    INCOME    AT    100%   OCCUPANCY 

TOTAL    ANNUAL    RENT  (llrm  .'./    c  12  months) 

$ 

'    Floor    Area- 

Sq.   Ft. 

31.   Nrl   Kenl.iUle    Kci.ttlefili;il   A...,   - 

JV    Net   Heritable  Commercial 
Sq.    Ft.      1 

Arru- 

S-1    Ft 

\TE   0F_  ANNUAL   EXPENSE: 
BWINISTjMTJVii- 

;.,\L.'  agrmcnt-  -- 

■blhrr . 

I.  TOTAL   ADMINISTRATIVE--    S. 

QPKKATINT— 

I  fclrvator  Main.  Y.xp. S  ■ 

I  Purl  (  Heating  and 

Domestic  Hot  Water) . , _ 

■Lighting  £  Misc.  Power 

.Uatcr -    --        . . 

.Gas — 

.Garb.  £  Trash  Removal- 

.  Payroll - 

.Other 


TOTAL   OPERATING 


MA1NTENANCE- 
.  Decorating  -  —  - 

.  Repairs 

.  Exterminating  -  - 
.Insurance  ------ 

.Ground  Expense 
.Other 


TOTAL   MAINTENANCE S 

.Replacement  Reserve  (.0060  x  total  for 

structures  Line  41) .--; 

TOTAL  EXPENSE S 

fAXES- 

.  Real  Estate:  Est.  Assessed 

Yal.     $    . . rj> 

$    per  $1000-       $ 

.Personal  Prop.  Est.  Assessed 

Val.    $  - @> 

$   . per  Sl  000-        

.Empl.  Payroll  Tax ' 

.Other 

•  Other 


TOTAL  TAXES 


.  TOTAL  EXPENSE  &  TAXES 


INCOME  COMPUTATIONS: 


•  Estimated  Project 

Cross  Income  (Line  C32  Page  1) S 

•  Occupancy  (Entire  Project) 

Percentage- 

Effective  Gross  Income  (Line  30  x  31) S 

•  Total  Project  Expenses  (Line  29) $ 

.  Net  Income  to  Project  (Line  32  —  Line  33)-  -  -     $ 
.  Expense  Ratic  (Line  20  -f  Line  32) 


G.     ESTIMATED    R  E  PLAC  EMENT  |  COST: 


A  36a 
A  36h 
A  36c 

A  37. 
A  38. 
A  39. 
A  40. 
A  41. 
A  42. 


Unusual  [.and  Improvemc 
Other  Land  Improvement: 
1  ■■!  al  I  .and  lmpro\  privnt? 
STRUCT!  RF.S- 

Main  Uuildings 

Accessory  Buildings 

Car  age---  — —  ■ 

All  other  Duildincs 


-  $ 

-  $. 


TOTAL  STRUCTURES S. 

Ceneral  Requirements ---  —  .-.. .    S_ 


Cen.  Overhead 


Builder's  Prolit 

@ % 

Arch.  Fee-Design 

<S> % 


A  46.      Arch.  Fee-Supvr. 

@ % 

A  47.     Bond  Premium -....  . 

*■  48.      Other  Fees - 

A49.  TOTAL  FEES $ 

50. TOT.  for  all  I  mprmts.  (Lines  36c,  41,  42  &  49)    $ 

51.  Cost  Per  Gross  Sq.  Ft. $ 

52.  Estimated  Construction  Time ...  

CARRY1NC  CHARGES  &  FlNANClNC- 


Mos.  @> 


--    S 


A  53.  Int. 

on  $ 

A  54.  Taxes 

A  55.  Insurance . — — 

A  56.  FHA  Mtg.  Ins.  Pre.(O.Sro)  

A  57.  FHA  Exam.  Fee        (0.3%)  

A  58.  FHA  Inspec.  Fee      (0.5%)  — 

A  59.  Financing  Fee  (       %)  

A  60.  AMPO  (       %)  

A  61.  FNMA/CNMA   Fee  (      %)  

A  62.  Title  &  Recording . , , __ 

63.  TOTAL  CARRYING  CHGS.  &  FINANCING  -  - 
LEGAL  AND  OHGAN1Z  ATION- 

A  64.   Legal $  

A  65.  Organization . . 

66.      TOTAL  LEGAL  AND  ORGANIZATION 
Consultant  Fee 


A  67. 
68. 
69. 

70. 


-  •  S 

--  s. 

Builder  and  Sponsor  Profit  &  R  isk $ 

TOTAL  EST.  DEVELOPMENT  COST  (Excl.  of 
Land  or  Off-site  Cost)(Line  50+03  +  66  +  67+68)  s- 
LAND  (Est.  Market  Price  of  Site) 

sq.  ft.(?  S per  sq.  ft.         5_ 

TOTAL  ESTIMATED  REPLACEMENT 

COST  OF   PROJECT  (Add  69+70) -S_ 


.Months 


T OTA L    REQUIREMENTS    F OR   SJ TJL E M E N T : 
DEVELOPMENT  COSTS  (Line  69)  -  -  ■ 
LAND  INDEBTEDNESS  (or  Cash  requi 

for  land  acquisition) - 

SUBTOTAL  (Line  72  +  73) 

Hortgcge  Amount —  ----   $ 

Fees  Paid  Ly  Other  Than  Cash     -   S 

Line  75  +  Line  76 - 

CASH  INVESTMENT  REQUIRED  (I. 
INITIAL  OPEHATINC  DEFICIT  -  - 
pTICIPATED  DISCOUNT 

t7<.'l  in;-  Cap.  {2%  ol  Mtge.  Amount) 

ami  on    ;...  ■■■     . .  ,  r     ■ 


74-77)- 


Source  of  Cash  to  meet  Requirements: 


Amount 


EXHIBIT  IV-6 

FHA  2410:   STATEMENT 
OF  PROFIT  AND  LOSS 


STATEMENT  Of  PROFIT  AND  LOSS 


VfAHHi21  gak:";s,    B;C. 


J^I: 


]2._. 


Tipcrir.borjl,. 


..7A 


5000  -  IMCOME    AC  CO'J'M  S 


(..:  lent  or  lc 


J10D  .   KcN?    KCC"C. 

MlWI " 

:,      M,,.„ir"nib 

JIM  rsrniiuK  £   Cf.uipr^ni-O^aed  by  P-..J 

ilW.Sioics.nJtowrcwl 

SlSO-Ofiices 

SloO-Djiemcm 

SKO-Cararfc  or  Parking  Spaces 

70TAL    RENT    ISCOM  E-POT  TNTI AL   ?  100"  OCCUPANCY 


5JCD  .  VACANCIES: 

5210-Houses 

5;;0-AparIncc!S 

5.230-Furnilure  4  E^uipmenl-Oi.ned  b>   Project  for  rent  or  lc 

5240- Stores  end  Commercial 

5250-Ofiiccs ' ' 

5260-Basenent 

S270-Cara£e  or  Parting  Spaces  -  - 
TOTAL    VACANC  IE  5_ 


MET   RENTAL   INCCME  (?■<■"'  '"  =  ' 
5300  -  SERVICE   INCOME-. 


LESS  Vo 


») 


TOT AL    SERVICE    INCCMES_ 


5400  -  FINANCIAL    INCOME- 

5410-iateresl  Icccrr.c ;-- 

S420-locone  Frorr,  Investments 
S«0-Income From  Sinking  Fucd 

.      5,440-Discot:3l3  Earned 

'  5493-  __ — 


AjnuiQ- 


TOTAL   FINANCIAL   INCOME 
5V00  -'  OTHER   INCOvE: 


TOTAL    OTHER    INCOvE 


TOTAL  INCOME 


362,504.00 


(      6.073.50) 


s 356,450.50 


$356,450.50 


6000  -  ri;ojECT^.^F!!SjLjxc^U!iis 


62C0  -  nr;!T!- 


EXPENSE: 


C2'.0-/.arcrlisiaS 

62tO-Ccr:m!osicn 

6230-C==cc  =  r;on5  10  Tc=?=i! 
62'iO-Alte.-3iions  Piitien-Ofl 
6290-. 


TOTAL   RENTING    EXPENSES 


t::j-  ADMINISTRATIVE    EXPENSE: 

631G-Otf.ce  Salaries 

6311-OIIicc  Expense 

6312-OHici.Reni 

6320-Mcingemect  Fee 

6330-Maa3Bers'  or  SuperiM-tideHs1  So 

6340-Leji!  Expects  (Project) ■ 

63SO-Auditia2  Expenses  (Project)  CPA  or  PA 

6360-Teleplione  tod  Telegraph 

.  6370-Bad  Debts - 

639G-Miscellar.eo-js_ 


.(Note  .7). 


TOTAL    ADMINISTRATIVE    C) 
UOO  -  OPE  RATING    EXPENSE: 

6410-Elevalor  Payroll  - 

6411-Elevalor  Power 

C42&-Fuel - 

6421-Engiaeefs'  Payroll 

6430-Janiiors'' Payroll 

f,431-Jcnilors'  Stppliei 

'6440-Bus  0p--ral<.J3'  Pcyroll  -- 
o4tl-Casoline.  Oil  and  Grease  - 
MSO-Elecu.di) 


:nses 


32<LZk 


M52-C» 

<>4£0  f.M.n.in,;  Payr 

'i'M.'-x.."^!  Sup? 
'■■■'■■:  External, o;;  Con! 


40.00. 


Jio^i 


20 , 987 . 


6,074.00 


1  ,  594  ._G1_ 

3, no. 06 


1 ,997.00 
70.04 


S6.905.59 


4  2,826.2? 


,270.24 


62, 


AJiAZMl 


5,270. 24 


62,75 

JLl21U>2- 


_L*C:I2J.QQ 


6C00-  PKOJtCT    LXPf- 


TOTAL    EXPENSES    FHO»J    PiCE     1 


BPO  ■  MAINTENANCE    E  <PENSE: 


6il^Pf(>lf-rli.iR    P_)r..l: 
SMI-PrM'Clio.l   F«.  Co 

65:0-Cr3-.nJj  Payroll  -  - 

t>:2-Crov;nck  Contract  - 
(5530-Clrjnir.g  Payroll  -- 
65»0-acpji<s  Payroll  -  - 
6541-Repai.s  Material  -  - 
«SJ:-Rfpjirs  Contract  -  - 
65>l>ric.aior  Maiotenanc 
6551-Air  Conditioning,  re 
B5«0-Decc.  ing  Payroll 
6S&l-Deco.aling  Supplies 
6562-DtcorjilDg  Contract 
6570-\!o(or  Vehicle  Repai 
iSSO-MaiclecJsre  Equip'.*. 
6593-Miscelbr,eo..5 


-12a<2L- 4_ 22,._______i. . 


airs  -  .4. supplies 


-Lu£fl5__6_l_ 


500.26 


5,536.00 


TATAL    MAINTENANCE    EXPENSES 


603-  DEPRECIATION 


662C-_uild;c£s 

6630- Bui  Ming  Eqoiprae-t  -  Fired  -■ 

6631-Alter-lioas 

BriO-BuiMing  Eqniprr.eat  -  Potable 

ffi50-Far_iI_re  Tor  Project  Ad.-inis 
65SI-Furci!cre  _  Equipment-Projec 

6660-FuTOlsl.ir.g5 

6670-Mai_lecc.ee  Equipment    -  -  -  - 

66E0-Motor  Vehicles 

M90-\!.:ccl!aneous 


.office .equipment 


-645*6.1. 


1  .687. AA 


3  94,994.95 


JL.L_i.____ 
165.68 


TOTAL    DEPRECIATION 


'03  -  TAXES    AND    INSURANCE: 

6710-T-resU-ist) __.__.    r-h-in    Pc-i^iTJV:^ 


Pq;,-TT.n    t-,- 


f)t>;cr 


67_0-h.su 


.  Harvard 

Group  health 


__IpTAL    T/rES    AND    INSU3  A__C  E 
30  ■  FINANCIAL    EXPENSE: 

6810-biercsl  ca  Do_ds  Payable 

6320-bierest  en  Mortgage  Payable ; 

6630-!_te.__t  03  Kotos  Payable  (Long  Te 
6840-.atc.-rsl  ca  ffo-.es  Payable  (Short  Tc. 
cB-O-Insyrcnce  on  Mortgage   -------.. 

6390-_!i_ce.]_t.(.<ryi  . 


355.^64.1 


906,5-? 


75.60 


-_-_____L 


916.6? 


TOTAL    FINANCIAL     EXPENSES 
--■-.SERVICE   EXPENSE:    (Ll.i) 


54,444-52 


25,152.98 


J__1__6_2 


l42.qon.n__ 


QR.fiS 


_total  service  expenses 
!  Total  cost  o;   operations 

ERATIn'C  profit  OR  (LOSS) 

'-•COPPQRATE    EXPENSE: 

-i0-O'.1Cer_'  Salaries 

P-W.!  P«pense,  (Corporate)  -- 

©•Federal  loconte  T-, 

J-Staie  l.come  T.»    

'fl-O.her  Corporate  Ta.es     ----- 
j^e,  Corporate  Frpense,    ... 

,r,r/'    ___L_._IL_.TJL  FXPENsrs 
!  •'  ■  or  IT  OR  LOSS 


95,466.6? 


29,020.65 


101,563.48 


',529-12 


_L41i.oo6_._2i 


s    449,206.78 


(  92,776.28) 


J______._2_ 


2,554.87 

(  95,151.15) 


M  \'n   :»47o  t  i:  v    :,  '(<:'.) 


ANNUAL  PHYSICAL  INSPECTION 
REPORT 

'Use  1'JIA  2-170,:  Cvmiviation  Sheet 
if  licensure) 


INS 'I  UUCTIUN'S: 

1.  Prepare  in  accordance  with  Vol.  VI,  Book  '.'.,  S, 

2.  Indicate    rl.'.nly    .; pud  fir    locations    ((;ro !•. 

incilinl  ;k  lion  i:   required. 

3.  Place    emphasis    on    Horns    checked    ">■',"    or 
reported    i "livf   woik   whtu   no  remedial 

•1.   Con-.,  u:      >n  any  significant  changes  In  mi'/U 
Lrimspoi  ■iii'iuTi.  ' 


e.  •!'.'  of   IDA   M.inunl 
&    liuil.liiics.)    where  n- 

"  1"    ami  on  previously 

anion  has  hcen  taken. 

i'ii  hood  t'cildslncluding 


I'o.jK-t   Nun.h 


Dulc  of   Jltpt.rt 


No.   of   Unlti 


HEMS  INSPECTED 


Landscaping 
Drainage 


VWiks  -  DrivL~A-.iv 


Kavgrounds  <v  Swim::i:n:;  rool? 


Exterior  Mason: 


Exterior  Paintin 


Ventilators  -  I.e.- vers 


Weatherproof;  rig  -  Caulkin-;  -  (T-enks) 

Gutters   -    Downspouts 


Guard  Rails  -  Stcons  -  Areas 


Garages  -  Incinerators 


Boilers  -  Heating  System 


A       M 

"~r'~ 


ITI:'MS_  INS_I"-CTlD_ 

14  I  Laundries  -  Ph.;  ■tncnts 
UriTi^TWdU;?  Hen  tar 


1 G    Ranges 

17  [ 7:ef.'^e"raTJrT" 


18  I  Co-jiers  -  Airconditioners 

19  I  Piuti-.biris  -System 


I 


20    Tile 


2l|  Dlectrica!  Syst-:: 
"22I"  PhiTter 
23TTrirr,  &  Doors 


!4     Floors 


25  I  Public  Halls  ■  Elevators  -  Switchboards 

26  Decorating  -  Apartments 


X 


1     1 


looms         oraktl 
ulng  Vcsr: 


No.    Proji-cl    Kmployi 


Seasonal  (Xiupuncy  ? 

D    Yes  D    No 

if  Yes,   Dxplr.in 


wspcviion  was  mudeon: 


(Date) 


(Sisiialuro  and  TlUc) 


Transient  Ocvupiii.cy? 

D    Yes  □     No 

If  Yes,   Explain 


Ni-ithtiorhcii  !  1  r,-r<K- 
Significanl  Chaagt.' 

D      Y«  D      No 

If  Yes,   Erpl-1- 


Approved: 


i)y:    Director  {Signature) 
Located  ct: 


Full  Description  of  Required  Corrections  (All  l,\  onci  I  lie 


EXHIBIT  IV-7. 

FI1A  2470:   ANNUAL  PHYSICAL 
INSPECTION  REPORT 


Follow-up 
Inspection 


Del 


IS-  B-INDKX   TO  PROJECT  NUMBERS      (FUflpR0C.£5SGb) 


PROJECT   NAME 


PROJECT  NUMBER 


STATUS 


Abbotsford  Rd .  (4-10-14) 
Academy  Apts. 
Academy  Homes  II 
African  Orthodox  Homes 
AFSCME  Housing  of  Maiden 
American  Legion  Parkway 
AMIFF  Housing 


55159 
55006 
55048 
44064 
55005 
44050 
44050 


Bay  Towers 
Beaver  Park 
Beaver  Terrace 
Belmont  Towers 
Bethel  Apts. 
Beth-el  Apts. 
Bethel  Tabernacle 
Bluehill  Apts. 
Blue  Hill  Properties 
Blue  Hill  Trust 
Bowdoin  Apts. 
Brandywyne  Village,  Inc. 
Brookledge  Housing  Co. 
Brunswick  Gardens 
Bryant  Terrace  Apt. 
Burbank  Apts . 
»  Burton  Assoc . 


44043 
55001 
55032 
44208. 
55056 
55159 
55057 
55136 
44063 
44063 
55005 
55020 
55062 
44125 
55045 
55172 
55176 


Cameiot  Court    * 

Carafield  Gardens 

Castle  Sq.  Redevelopment 

Centre  St.  Apts. 

Charlame  Park  Homes,  Inc. 

Charlane  Park 

Charles  -  Newton 

Charles  River  Park  "E" 

Charles  town  Hsg. 

Charlesview,  Inc. 

Cheney  Street 

Chinese  Christian  Life  Ct. 

Clarendon  Hill  Towers 

Cochituate  Coop.  Homes 

Columbia  Apts . 

Columbia  Courts 

Columbus  Ave  (1865) 

Commonwealth  Ave.  Hsg. 

Commonwealth  Federal  Trust 

Concord  Apts. 

Cummins  Towers 


Inc , 


55019 
55110 
55031 
44131 
55013 
35021 
44210 
44198 
44046 
55128 
55073 
44168 
55054 
44109 
55124 
55109 
55015. 
44130 
44065 
55121 
44072 


-  2 


PROJECT  NAME 


PROJECT  NUMBER 


STATUS 


Danube  Apts . 
Dartmouth  St.  (10) 
Davis,  Walter  C.  Apts, 
Deckard  Group 
Dorchester,  The 
Dwight  St.  (4  3-45) 


55165 
55042 
55059 
55070 

55173 
55050 


East  Springfield 
Elm  Hill  Apts. 
Elm  Hill  Ave.  (97-99) 
Emmanuel  Apts.  Inc. 
Esperanta  Walnut 


55040 
'35022 
55056 
55  70 
55033 


Farm  Relocation  Apts 
Florence  Apts. 
Forest  Hills  Apts. 
Port  H,U  G-corcU^j- 

Geneva  Apts . 
Georgetown  Housing 
Georgetown  Housing 
Glenville  Apts . 
Greenwich  Park 
Grove  Hall  Apts. 


55004 
55025 
55003 

55027 
55058 
55179 
44035 
55043 
35035 


Harwell  Apts.    >. 
High  Point  Village 
Hill  Gardens 
Horon  Toners 
Hudson  Towers 
Humboldt  Apts. 
Humboldt  Ave.  (278-280) 


44018 
55008 
44073 
44208 
55108 
55141 
55012 


Infill  Housing  Sq. 


55174 


Jamaica  Plain  Apts 


55168 


Lena  Park 
••Lexington  Apts. 
Low  Cost  Housing 


55112 
55138 
44153 


Marion  Gardens 
Marks dale 
Marksdale  Gardens 
Massachusetts  Ave.  (549-551) 
Mass.  Housing 
Mass  Pike  Towers 
Mattapan  Apts . 


55104 
55022 

55011 
35034 
55174 
44069 
55131 


-  3 


PROJECT  NAME 


PROJECT  NUMBER 


STATUS 


Mayflower  Village 
Morton  Apts. 


55066 
55122 


Neptune  Towers 
New  Rockmere  Apts. 
Northampton  (210-212) 
Northampton  (220-224) 
Northampton  St.  (216) 


44092 
55180 
55053 
55068 
55044 


Parcel  25,  S.Ed.  U.R. 
Parcel  29,  S.Ed.  U.R. 
Parcel  34,  S.Ed.  U.R. 
Parcel  D  Redev.  Phase 
Park  Garden 
Park  View  Apts. 
Parkchester  Apts. 
Parkdale  Apts . 
Parklane  Apts. 


Rehab 


441G7 
44106 
44123 
44081 
55123 
55052 
44173 
55119 
55077 


Richard  Allen  Apts. 
Rindge  Ave. 
Rindge  Apts . 
Rockmere  Gardens 
Ro::se  Non  Profit 
Rutheven  Apts . 


55061- 

44039 

55069 

55117 

55147 

55148 


Sanders  Associates 
Saint  Joseph1,?  Ho  -  Lng 
Seaver  Arms  Y 

Seaver  Arms 
Second  Beaver  Park 
Sherwood  Park 
Shore  Plaza  East 
South  Cove 
South  End  Apts 
South  End  Comm.  Dev. 
South  End  Comm.  Dev. 
South  End  Comm.  Dev. 
South  End  Parcel  19-1 
South  End  Tenants 
State  Enterprises 

Tammy  Brooke  Apts. 
Tremont  H<  jses 


li. 


55156 
55075 
55140 
55135 
55018 
55039 
44006 
55108 
55162 
55043 
55044 
55050 
44981 
44015 
44154 

55038 

55082 


rs-ur 


Union  Meth.  Church 


55092 


4  - 


PROJECT  NAME 


PROJECT  NUMBER 


STATUS 


Village  Deve.  Assoc. 

Village  Manor 

Vivendas  "LaVictoria"  I 


44180 
55034 
44101 


Walden  Square 
Walnut  Apts . 
Walnut  St.  (80-84) 
Warren  Hall  Apts. 
Washington  Apts. 
Washington  Park 
Waver ly  Apts.,  Inc. 
' Wellington-Harrington 
Wells  Apt. 

Wentworth  Arms,  Inc. 
West  Concord  Apts. 
Westminster  Court 
Westminster  Chambers 


Westminster  Place 


G-cv.J< 


Will;  rd  Place v 

Wilshire  Arms 

Windsor  Arms 

Wyoming  Terrace 

'West  Chester  Towers  II  (A) 

Westchester  Towers  II  (B) 


44041 
55142 
55033 

m( 

55133 
55061 

44108 
44018 
44034 
55047 
44155 
55041 
55139 

*4107STl.. 

44106 

55060 
55051 
55137 
44101 

44009 


C 
B 
B 
C 
C 
C 
C 

c 

E 
B 
C 
C 

E 
A 
A 


. 


A—  APPLICATION  PENDING 
B  —  INSURANCE  IN  FORCE  - 
C  —  INSRUANCE  IN  FORCE  - 
.D  —  ASSIGNED 
E  --'FORECLOSED 


INITIAL  ENDORSEMENT  &  CONSTRUCTION 
FINAL  ENDORSEMENT 


TV  C.   SUBSIDIZED  HOUSING  PROJECTS  IN  THE 
BOSTON  SMS A,  11/1/72 


KEY  TO  ABBREVIATIONS:    Subsidj.-.cd  Housing  Projects  in  BostonSMSA 


SPONSOR 

LD 

NP 

INV 

INV/COOP 

44xxx 

55XXX 
35XXX 


69  ]XXX 

70  ]XXX 
etc]XXX 


RENT  SUPPLEMENT  UNITS 


LEASED  HOUSING  UNITS 


For  want  of  specific  data 
to  "occupancy"  are  listed 
the  projects  are  taken  to 
for  Applications  Pending, 


May  only  Include  a  principal  party 
or  a  corporate  name 

Limited  Development  Sponsor 

Non  Profit  Sponsor 

Invest or- Sponsor 

Investor-Sponsor  sold  to  a  coop- 
erative 

Section  236  Program 

Section  221(d)(3)  Below  Market 
Interest  Rate 

Section  221(d)(3)  Market  Rate 
Interest  —  Includes  only  those 
using  rent  supplements 

Massachusetts  Housing  Finance 
Agency  processed  project 
(MHFA) 

Mortgage  in  Default,  11/1/72 

BURP  Project 

When  two  numbers  are  given,  the 
number  in  parenthesis  is  the 
number  authorized  as  of  September, 
,  1972. 

The  numbers  in  parenthesis  are 
reservations  by  BI1A,  contingent 
on  owner's  meeting  BHA  require- 
ments.  Otherwise,  the  number 
shown  is  the  number  being  used 
as  of  October  31,  1972. 

,  MHFA  projects  with  "loan  closed"  but  prior 

as  Initial  Endorsement;  after  "occupancy"  occurs, 

be   in  Final  Endorsement.   No  listings  are  given 

since  data  was  not  available. 


IV-D   SUMMARY  OF  DATA 

The  data  provided  by  the  general  listing  in  Section  IV-C  will  be  analyzed 
in  this  section  to  develop  a  picture  of  where  the  subsidized  housing  is  in  the 
Boston  SMSA,  what  kind  of  housing  it  is  (new/rehab,  large/small  projects),  the 
extent  of  financial  problems,  and  what  parameters  are  associated  with  financial 
'problems.  A  detailed  breakdown  of  projects  by  program  and  status  is  given  in 
Appendix  A.  Separate  listings  are  given  for  the  SMSA,  the  City  of  Boston,  and 
the  core  areas  of  Roxbury,  Dorchester  and  the  South  End. 

An  immediate  observation  is  that  Boston,  with  23  percent  of  the  population 
in  the  SMSA,  has  5,774  or  63  percent  of  the  new  subsidized  dwelling  units  and 

"-£-,--610  or  97  percent  of  the  rehab  subsidized  units  in  the  SMSA  (Table  IV-1)  . 
Within  Boston,  45  percent  of  the  new  and  90  percent  of  the  rehab  subsidized 

.units  are  in  the  core  (Table  IV-2) . 

Mortgage  payment  default,  assignment  of  a  mortgage  to  HUD  and  mortgage  fore- 
closure are  used  here  as  indicators  of  financial  difficulty.   Projects  not 
associated  with  these  indicators  contain  the  group  of  financially  successful 
projects,  but -the  absence  of  the  indicators  does  not  imply  success.   For  ex- 
ample, an  agreement  to  forbear  principle  payments  would  allow  a  project  in 
trouble  to  escape  technical  default. 

There  are  15  projects  with  1,450  units  assigned  and  5  projects  with  246 
units  foreclosed ,  and  all  of  these  are  in  the  core.   Combined,  they  account  for 
a  total  of  15  percent  of  all  subsidized  units  in  Boston.   With  the  core  23  per  . 
cent  of  the  new  subsidized  units  and  17  percent  of  the  rehab  subsidized  units 
are  assigned  or  foreclosed  (Table  IV-3) .   All  but  one  of  the  foreclosed  and 
assigned  projects  are  Section  221(d)(3),  but  this  may  only  be  a  result  of  the 
fact  that  the  Section  236  projects  have  been  operating  for  a  shorter  period  of 
time.   The  decision  to  assign  or  foreclose  usually  comes  only  after  long-contjir 


ing  attempts  to  turn  a  project's  financial  condition  around. 

Mortgage  payment  defaults  are  an  earlier  indication  of  difficulty,  but 
a  default  docs  not  necessarily  indicate  long-range  financial  instability.   On 
the  other  hand,  projects  which  have  executed  forbearance  agreements  will  not 
technically  be  in  default  even  though  they  are  in  financial  difficulty.   For- 
bearance  agreements  were  not  available  for  examination  at  this  stage  of  the 
study.   Moreover,  recent  studies  and  interviews  indicate  that  most  of  the  pro- 
jects in  default  are  in  fact  in  serious,  rather  than  temporary,  financial  dif- 
ficulty.   Thus,  the  number  of  defaults  may  really  underestimate  the  extent  of 
the  early  stages  of  financial  difficulty.   Table  IV-3  shows  that  all  defaults 
in  completed  projects  are  located  in  Boston,  and  these  account  for  nearly  one- 
fourth  oj:  J3as ton-' &-  total  -number  of  subsidized  dwelling  units.   Most  of  these 
defaults  may  be  found  in  the  core,  accounting  for  nearly _ one-third  of.  all  sub- 
sidized constructed  units  there.   Thus ,  Boston's  default  rate  far  exceeds  the 
national  rate  of  10  percent  estimated  by  Comptroller  General  Elmer  B.  Staats"" 
(Boston  Evening  Gldbe,  December  5,  1972).   In  the  SMSA,  the  default  rate  is 
19  percent.   When  foreclosures  and  assignments  are  combined,  30  percent  of  all 
subsidized  units  in  the  SMSA  are  in  these  types  of  financial  difficulty.   In 
■^  Boston  the  combined  rate  is  40  percent;  within  the  core  it  is  52  percent. 

Mortgage  defaults  are  also  widespread  in  projects  in  the  stage  of  initial 
endorsement  (which  means,  essentially,  under  construction),  as  shown  in  Table 
IV-4.   One-third  of  all  subsidized  units  under  construction  in  the  core  are  in 
defaulted  projects;  one  project  in  East  Boston  —  Shore  Plaza  East  —  and  another 
In  Cambridge  —  Huron  Towers  —  (both  sponsored  by  First  Realty  Company) 
bring  the  default  rate  for  projects  under  construction  in  Boston  and  the  SMSA 
to  31  percent  and  2k    percent  respectively.   As  with  completed  projects,  most  of 
these  are  in  Section  221(d)(3)  projects. 


The  conclusion  is  not  drawn  at  this  point  of  the  study  that  the  cause  of 
difficulties  is  core  location,  although  presumably  something  associated  with  the 
core  is  related  to  financial  problems.   The  purpose  of  the  research  to  follow 
this  report  is  to  develop  an  understanding  of  the  causes  of  financial  weakness 
and  strength  and  the  empirical  relationships  and  distributions  obtained  here 
will  guide  the  selection  of  variables  and  hypotheses  in  that  study. 

Table  IV-5  shows  the  combined  incidence  of  rent  supplement  and  leaded 
housing  units  in  completed  projects  in  the  SMSA,  and  tabulates  this  incidence 
against  financial  condition.   Half  of  all  projects  have  fewer  than  20  percent 
of  their  units  in  rent-subsidized  arrangements,  and  one-fourth  have  from  20- 
30  percent  of  their  units  as  rent-subsidized.   The  median  is  19  percent.. ;  Among 
assigned  projects,  the  rent-subsidy  incidence  is  similar  except  for  a  slightly 
•  greater  number  in  the  20-39  percent  group.   The  median  for  assigned  projects  is 
,  21  percent  of  units  rent  subsidized.   Defaulted  projects  show  a  more  uniform 
incidence,  spread  over  a  greater  range,  with  a  median  of  37  percent.   Foreclosed 
projects  have  no  rent-subsidized  units  as  of  November  .1,  1972,  and  no  data  was 
available  to  indicate  whether  they  ever  had  them.   Thus,  the  data  only  weakly 
support  the  assertion  that  projects  with  large  numbers  of  rent-subsidized  units 

tend  to  experience  financial  difficulties.   A  careful  significance  test  and 

r 

■;  weeding  out  of  related  variables  would  be  needed  to  determine  the  importance  of 

the  higher  incidence  of  rent-subsidized  units  in  defaulted  projects. 

An  interesting  fact  to  note  is  that  none  of  the  221(d)(3)  Market  Rate  with 
IV"  100  percent  rent  supplement  units  was  defaulted,  assigned  or  foreclosed.   All  of 
these  projects  are  in  the  core  areas  of  Roxbury  and  South  End  and  all  house  only 
low-income  families.   This  illustrates  the  futility  of  generalizing  from  the 
high  incidence  of  financial  difficulty  in  the  core  to  conclude  that  every  project 
there  is  doomed  or  that  subsidized  housing  can't  work  when  it  houses  low  income 
tenants. 


The  strik  ng  difference  in  rate  of  failure  for  221(d)(3)  MR-RS  and  other 
programs  does  suggest  that  an  explanation  might  be  found  in  program  differences. 
For  example,  in" principle  rent  supplement  units  have  more  elastic  rents  and 
might  better  be  able  to  absorb  operating  cost  increases  than  corresponding  BMIR 
or  236  projects.   VI"  ther  this  is  in  fact  the  explanation  for  the  differential 
1  rate  of  success  awaits  further  detailed  analysis  of  individual  cases. 

Table  IV-6  shows  changes  in  status  of  Section..  221(d)(3)  BMIR  and  236  pro- 
jects from  12/31/71  to  11/1/72.   The  221(d)(3)  group  indicates  the  closing  out 
of  the  program,  as  well  as  significant  movement  (5  projects)  from  final  endorse- 
ment to  assignment,  and  one  new  foreclosure.   The  236  group  shows  6  new  applica- 
tions for  conditional  commitment,  8  completions  (initial  endorsement  to  final 
endorsement)  and  one  project  assigned.   Thus,  the  indicators  of  financial  dif- 
ficulty show  a  worsening  of  the  situation  in  1972. 

The  general  listing  in  Section  IV-C  showed  as  Application  Pending  only  those 
projects  for  which  application  for  conditional  commitment  had  been  made.   Table 
IV- 7  shows  applications  in  the  pipeline  prior  to  application  to  conditional  com- 
mitment.  There  are  A3  applications,  totalling  5,927  units.   Rehab  proposals  are 
still  predominant!/  in  Boston.   Within  the  city,  11  of  the  rehabs ,  with  885  units, 

out  16  rehab  projects  with  l,301units  arein  the  core,.  Out  of  24  new  projects 
r 

with  4,540  units  in  the  SMSA,  11  projects  totalling  2,288  units  are  in  Boston 
...  and  7  projects  totalling  1,089  units  are  in  the  core.   With  18  out  of  the  43  ap- 
plications in  the  core,  there  would  seen!  to  be  a  resurgance  of  interest  in  this 
area,  since  Section  236  applications  pending  in  the  core  on  December  1,  1971, 
were  only  for  2  projects .with  2,857  units  out  of  9  projects  with  1,682  units  in 
Boston. 

The  distribution  of  project  size  differs  significantly  for  rehab  and  new 
projects,  (Figure  IV-1) .   Rehab  projects  typically  have  fewer  than  75  unfto, 


and  very  large  projects  are  packages  of  units  at  several  different  locations. 
New  projects  range  from  6  to  601  units,  with  the  majority  falling  in  the  range 
from  100  to  300. 

The  size  of  mortgage  per  unit  also  differs  for  rehab  and  new  (Figure  IV-2) , 
with  the  rehab  mortgages  being  smaller.   The  peak  at  $12,000  for  rehab  mortgages 
is  due  to  the  BURP  Program.   MHFA  and  Section  236  projects  tend  to  have  higher 
mortgage  values  per  unit  than  Section  221(d)(3) 's.   However,  it  is  interesting 
to  note  that  the  Beaver  Park  Project  in  Framingham,  was  built  in  1962  at  $12 ,140 
per. unit,  whereas  Roxse  in  Roxbury-South  End,  also  a  221(d)(3),  is  in  assignment 
after  construction  costs  increased  over  the  $24,300  per  unit  anticipated  at  initial 
endorsement  in  1969.   The  median  mortgage  per  unit  for  every  program  has  in- 
creased over  time  (Figure  IV-2).   Hence,  the  discrepancy  among  programs  may 
simply  reflect  the  inflation  in  building  costs,  rather  than  differences  in  the 
programs  themselves.   Detailed  comparison  of  construction  costs  for  several 
progi*ams  with  construction  cost  indices  over  time  may  enable  this  question  to 
'"be  answered.    * 

Table  IV-8  shows  the  holdings  of  ten  of  the  largest  owners  in  Boston, 
measured  by  total  subsidized  dwelling  units  held.   Half  of  all  subsidized  units 
in  Boston  are  owned  by  6  sponsors. 

.  '     It  is  often  speculated  that  all  of  the  BURP  special-treatment  rehab  pro- 
jects are  now  foreclosed  or  in  otherwise  dire  straits.   For  the  record,  there- 
fore, the  BURP  projects  and  their  current  statuses  are  displayed  separately. 
Table  IV-9  shows  the  projects  by  number,  status,  owner  and  number  of  units. 

Of  the  20  projects,  6  are  currently  in  default,  4  have  had  mortgages 
assigned  to  HUD  and  2  have  been  foreclosed.   The  number  of  units  in  each  status 
is,  respectively ,  1,356,  268  and  140,  or  1,764  units  out  of  a  total  of  2,067. 
,In  other  words,  only  303  units,  or  fewer  than  2  percent,  are  in  projects  which 


ore  not  in  some  financial  difficulty.   The  largest  figure  is  for  defaults,  not 
necessarily  implying  inescapable  problems;  nevertheless,  a  recent  management 
studv  of  BURP  projects  has  identified  drastic  operating  cost  increases  as  a 


naj 


rl] 
or  source  of  continuing  financial  difficulty  (Elving  l   ) 


TABLE  IV- 1 


COMPLETED*  SUBSIDIZED  DWELLING  UNITS 
IN  THE  BOSTON  SMSA,  11/1/72 


NEW 

REHAB 

TOTAL 


SMSA 
9,191 

5,709 
14,900 


BOSTON 
5,774 
5,558 
11,332 


%  OF  SMSA 
63% 
97% 
76% 


TABLE  IV-2 


COMPLETED*  SUBSIDIZE  D  DWELLING  UNITS 
IN  THE  CITY  OF  BOSTON,  11/1/72 


NEW 

REHAB 

TOTAL 


BOSTON 
5,774 
5,558 
11,332 


CORE 
2,610 
4,989 
7,599 


%  OF  BOSTON 
45% 
90% 
67% 


*Completod  means  projects  in  Final  Endorsement,  Assigned  or  Foreclosed. 
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TABLE  IV-5 
CONDITION  BY 

TOTAL  LEASED 

HOUSING  AND  RENT  SUP]  EMENTS  U 

I    (completed  proiects) 

Percent 

of  Units  in  Leased  Housing  or  Rent  Supplement 

0-19% 

20-39% 

40-59%    60-79%    80-100% 

•.  Row 
Total 

Foreclosed  Projects 
%  of  Row 
%  of  Column 

5 
100% 
8% 

0 

0% 
0% 

0         0         0 

0%        0%        0% 
0%        0%        0% 

5 

\  4% 

Assigned  Projects 
%  of  Row 
%  of  Column 

7 
47% 
11% 

5 

33% 
16% 

2         0         1 

13%        0%        7% 
11%        0%       10% 

15 
12% 

Projects  in  Default* 
%  of  Row 
X   of  Column 

5 

31% 

8% 

5 
31% 
16% 

5         0         1 

31%        0%        7%  ' 
26%        0%    ,    10% 

16 
13% 

All  other  Projects 
%  of  Row 
%  of  Column 

46 

51% 

73% 

22 

24% 

68% 

12         2         8 
13%        2%        9% 
63%      100%       80% 

90 
71% 

Total  Projects 

%  'of  Row 

%  of  Column     *■ 

63 

50% 

100% 

32 

25% 

100% 

19         2        10 

15%        2%        8% 

100%      100%      100% 

126 

100% 

*Excludes  projects  also  assigned, 
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TABLE  IV- 7 


236  APPLICATIONS 


_PRTOR  TO  APPLICATION 
CONDITIONAL  COMMITMENT  (TT/T/7^y" 


■OR 


0   r 


Project  Number 

440.  9 
44027 
44023 
44051 

44054 

44060 

44G  4 

•  44079 

440S0 

;  44082 

44095 

44151 

44152  ' 

i  44182 

;  44183 

44185 

44188 

.  v  44196 

.  ;:  44197 

.   .44201 

"  '  •  44203 

'■■'  44204 

\  44206 

■'  44207 

•'  44211 

44212 

.'  .44214 

.,'  44215 

44217 

44218 

44220 
r 

44221 

44222 

44224 

44235 
•  44237 
•';'  44246 
•'  44247 

44248 

•'  44249 
44250 
44251 

44255 


Location 


Cummins  Highway 
Bay  Towe:  ;  II 
Harrison  Ave. 
Riverway  &  Hunt- 
ington 
896  Tremont 
Lynn  Frame 
Brookline  Ave. 
St.  James  & 

Alpine 
Parcel  19 

Phase  II 
Vin-Roy  Rehab 
St.  Stephen's 
Rap  Up  IIA 
Rap  UP  I IB 
Willow  Apts 
Charincey  Hse. 
Geneva/Thane 
SE  Tenants 'II 
Elm  St. 
Union  Towers 
Aegis  Apts 
Comaven  Apts . 
873  Huntington 
Waverly  Homes 
Village  House 
15  Ellis  St. 
TEF  Apts 

Franklin  Sq.  Hse 
Wessagussett 

Woods 
35-45,  36-46 
Peterboro 
1045  Tremont 
East  Boston 

Hsg.  Penewal 
Fit -Mar 

Symphony  Plaza ,E 
Cazenova  Assoc. 
Whitman  House 
Leisure  Tower 
Jaclen  Tower 
St.  Stephen 

Tower 
River  and 

Howard  St 
Broadway  Glen 
Davis  Courts 
Presidential 

House 
Mass.  Ave. 


Hyde  Park 
South  Boston 
Boston 
Boston 

South  End 
Lynn 

Brookline 
Roxbury 

South  End 

Brighton 

Lynn 

Roxbury 

Roxbury 

Lynn 

Boston 

Roxbury 

South  End 

Cambridge 

Weymouth 

Lynn 

Boston 

Boston 

Boston 

South  End 

Roxbury 

Boston 

South  End 


Boston 

South  End 
East  Boston 

Charlestown 

Boston 

Boston 

Weymouth 

Lynn 

Beverly 

Lynn 

Cambridge 

Che.1  sea 
Somerville 


Boston 


New/Rehab 

N 
N 
N 
N 

R 
R 

N 
N 


Dwell ir. p,  Urn  ts 

598 
162 
314 
400 

26 

>  18 

226 

163 

;    •     '92 

'.,  101 
210 
140 

48 

44 

77 
101 
174 
-.  24 
198 
258 

88 

55 

'  8 

73 

14 

,  42 
211 
215 

132 

22 
40 

39 
377 

33 
150 
178 
100 
129 

'  101 

118 
250 
119 

59 
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TABLE  IV-9 
CURRENT  STATUS  OF  THE  BURP  PROJECTS 


BRP  NUMBER 

PROJECT  NUT 

BER     OWNER 

DWELL I NO  UNITS 

STATUS 

DEFAULT 

-  'i 

55073 

Schuster 

14 

Fin.  End. 

-  2 

55109 

Schuster 

58 

Fin.  End. 

3 

55077 

Schuster 

19 

Fin.  End. 

*"  4 

55119 

Schuster 

40 

Fin.  End. 

5 

55124 

Simon/lnsc 

ft 

778 

Fin.  End. 

'Yes 

'   6 

55111 

L.R.  Jeffr 

ey 

70 

Assigned 

"'  ''  > 

7 

55121 

Schuster 

61 

Fi  .  End. 

■  .  8 

55122 

Schuster 

24 

Fin.  Edn. 

'".  Yes 

-   9  - 

-  55123 

Schuster 

37 

Fin.  End. 

Yes 

\    ■   9A 

55148 

Schuster 

12 

Fin.  End. 

:  V 

.'  •  10 

55138 

Schuster 

61 

Fin.  End. 

\     11' 

55142 

Schuster 

41 

Fin.  End. 

!. ;  12 

55139 

Schuster 

53 

Fin.  End. 

Yes 

13 

55137 

Kelly 

87 

Foreclosed 

.  *> 

'  -A- 

55133 

Simon/Inso 

ft 

252 

Fin.  End. 

Yes 

16 

55136 

Kelly 

53 

Foreclosed 

17 

55135 

Brown 

128 

Assigned 

18 

55131 

Aronson 

209 

Fin.  End. 

Yes 

19 

55140 

Brown 

32 

Assigned 

20 

55141 

Brown 

38 

Assigned 

FOOTNOTES  TO  ST. CTION  IV 
1 


Of  14  completed  projects  in  default,  6  are  BURP  projects,  which  have  been 
shovm  to  have  serious  long-range  problems  (see,  for  example,  Louise  Elving, 
The  Boston  Urban  Rehabilitation  Project:   A  Case  Study  In  Housing  Management 
DUSP,  MIT,  October  1972).   In  addition,  one  other^eT/Troject  is  ow~n7dV~ 
First  Realty,  which  is  experiencing  rent  strikes.   Another,  Academy  II,  has 
had  tenant-management  disputes  over  maintenance  since  opening.         ,  ,-  ,. 


V   THE  CAUSES  OE  FINANCIAL  DIFFICULTY 


Summary 


This  section  presents  a  preliminary  analysis  of  the  causes  of  financial 
difficulty  in  subsidized  housing  projects.   It  consists  primarily  of  a  collec- 
tion of  tentative  research  findings  and  observations  by  knowledgeable  observers, 
discussed  in  the  context  of  the  planned  and  actual  operating  statement  of  two 
projects  in  the  city  of  Boston.  .  *■'.''.' 

'   The  preliminary  analysis  has  shown  five  broad  mechanism  which  oper:  te  to 
push  subsidized  housing  projects  toward  financial  failure.   These  mechanisms 
are  associated  with  project  development,  management,  policies  and  style,  opera- 
ting  costs,  maintenance  costs,  and  rent  collection,  and  arc  summarized  as  t> 

follows : 

A.   Development-Related  Causes  ■   ; . 

':,'  1.   Developers  take  maximum  advantage  of  production  incentives:   This 
leads  to  maximum  allowable  mortgages  and  maximum  allowable  rents, 
which  in  turn  limit  the  margin  available  to  absorb  future  operating 
cost  increases. 

''  2.   Housing  subsidy  programs  have  inflated  national  demand  for  land,   _ 
labor,  and  materials  at  a  higher  rate  than  increases  in  low  and 
moderate  family  incomes. 

3.  Housing  subsidy  programs  have  encouraged  understatement  of  true 
costs  in  order  to  obtain  initial  FUA  commitment. 

4.  Overruns  in  development  costs,  caused  by  community  opposition, 
delays  and  inflation  during  construction: 


a.   may  not  be  covered  by  a  rent  increas  , 

,.'  y         b-   na>'  be  covered  by  a  rent  increase,  but  may  limit  the 

margin  available  to  absor!  future  operating  cost  increases. 

,   B.   Management  Performance-Related  Causes 

.t  1.   HUD  limits  the  proportion  of  gross  rent  allowable  toward  manage- 

ment and  the  projected  operating  budget  conforms  with  this  arbitrary 
celing.  Simultaneoulsy,  HUD  management  staffing  requirements  and  -" 
una: "icipated  legal  and  staff  requirements  result  in  higher  actual 

';.       .      COStS  . 

^      2.   Clarity  of  management-tenant  responsibilities,  tenants'  perception 
I.  ■     ■  °f  management's  priorities  and  responsiveness,  and  constraints 'imposed 

on  management  during  development  process  all  affect  tenant-management 
relationship.   This  relationship  in  turn  affects  operating  costs  and 
collectability  of  rent. 

C-  Operating  Costs  ,'  \  ' 

1.   Unrealistic  estimates  of  utility  costs,  and  "open-ended"  costs  built 
into  projects  by  FHA  rules,  whiles-rents  are  restricted. 

D«   Maintenance  Costs  •<- 

1.  Greater  than  anticipated  frequency  of  repairs  due  to: 

a.  shoddy  construction,       .  ,\.   ■       v 

b.  unrealistic  estimates  of  maintenance  needs, 

c.  tenant  carelessness  and/or  abuse, 

d.  high  demand  for  shelter  reduces  tenant  housing  choices. 

2.  Greater  than  anticipated  cost  of  repairs  due  to  materials  and  labor 
prices. 

3.  Insurance  premium  increases  aimed  at  inner  city,  where!  subsidized 
housing  is  concentrated. 


'•.  •   4.   Developers  may  generate  profit  by  charging  retail  prices  for  main- 
tenance. 

E.   Rent  Collection 

1.  Use  of  leased  housing  and  rent  supplement  programs  to  enable  low- 

'  ■    .  income  families  to  rent  subsidized  housing  may  be  costly  both  in 

:■  overhead  and  in  resultant  complexity  in  management-tenant  relation- 

;•      '  ship. 

2*   Eviction  is  difficult,  even  for  non-payment  of  rent. 

•In  order  to  illustrate  how  these  mechanisms  operate,  the  development  and  opera- 
ting costs  of  two  subsidized  housing  projects  will  be  examined,  line-by-line. 
[  i  Development  costs  examined  include: 

<  .   Land  improvement  and  construction  costs; 

Builder's  and  architect's  fees,  and  bond  premium;  _       ' .' 

Carrying  and  finance  charges,  BSPRA,  legal  and 
organizational  costs; 
:  '•  Land  and/or  existing  structures. 

Operating  costs  examined  include: 

Management,  office  and  legal  expenses; 
Operating  expenses  -  janitorial  and  utilities; 
.  Maintenance  expenses; 
.'  Property  taxes; 
r   Mortgage  principal  and  interest  payments. 

One  newly  constructed  project,  Project  A,  and  one  rehab  project,  Project 
'  ,;   B,  are  chosen  for  purposes  of  illustration.   Each  is  a  Section  221(d)(3)  BMIR. 

..;'  project  with  mortgage  assigned  to  HUD.  Each  is  located  in  an  urban  renewal 
.;  project  area.  Twenty-seven  percent  of  the  units  of  Project  A  are  leased  by. 
h\   the  Boston  Housing  Aurthority  (EHA)  .   In  Project  B,  all  units  had  been  leased 

by  the  BHA  at  initial  occupancy;  the.  BHA  leased  proportion  since  has  decreased 
I'  to  43  percent.   Although  these  two  projects  have  been  chosen  as  typical  of  those 
in  financial  difficulty,  no  claim  Is  made  that  they  represent  all  aspects  of 
the  problem. 


This  preliminary  analysis  does  not  include  a  detailed  retrospective 
picture  of  the  two  illustrative  projects  —  this  will  be  left  to  subsequent 
more  complete  reports.   Therefore,  this  analysis  will  not  evaluate  the  rela- 
tive influence  or  importance  of  the  various  forces  alleged  to  cause  financial 

»   difficulty.   Asserted  force   will  be  stated  and  illustrated  by  reference  to 
i 

t^hose  items  in  the  project's  financial  statements  which  they  affect.   Where 
possible,  the  actors  and  possible  motives  associated  with  these  forces  are 
identified  and  discribed. 

.  The  preliminary  financial  analysis  will  also  serve  as  a  prototype  for 
the  detailed  financial  analysis  of  a  sample  of  projects  to  be  undertaken  ln<£> 
the  second  major  phase  of  the  overall  study. 

.,,"  Definition  of  Financial  Difficulty 

.f    ■ 

In  Sections  III  and  IV,  indicators  of  financial  difficulty  were  defined 

;.  ,  to  be  mortgage  default,  assignment  of  mortgage  to  HUD  and  mortgage  fore- 
'-.!  -closure,  in  ordec  of  severity.   It  was  pointed  out  that  one  of  these  indica- 
"   tors,  default,  can  occur  in  the  absence  of  serious  financial  difficulty,  and 
be  lacking  during  serious  difficulty  (when  a  forbearance  agreement  is  in 
effect) .   In  this  section  it  will  be  assumed  that  financial  difficulty  con- 
sists of  a  gap  in  the  feasibility  balance,  discussed  in  Section  III,  as  be- 
i    tween  project  income  and  project  expense.   Serious  financial  difficulty  is 
.-  taken  to  be  a  prolonged  deficit,  which  will  result  in  the  emergence  of  one 
' of  the  more  sensitive  indicators  to  be  discussed  shortly.   It  was  pointed 
'.  out  in  Section  III  that  the  feasibility  standard  is  essentially  that  esti- 
mated interest  and  amortization  attributable  to  planning  and  construction 
''  costs  plus  operating  expenses  will  be  less  than  or  equal  to  the  total  anti- 
<'  cipated  rent  roll.   In  turn,  rent  on  individual  dwelling  units  must  be  less 

than  or  equal  to  tenants'  ability  to  pay.   The  following  analysis  of  the  classi- 


•  fications  used  by  the  HUD  Area  Office  Property  Management  Division  will  serve 
,  to  provide  a  working  criteria  for  financial  difficulty. 

Once  a  project  is  finally  endorsed,  it  is  considered  by  HUD  to  be  finan- 
cially sound  as  long  as  no  mortgage  default  takes  place.   Once  a  default  occurs, 
difficulty  is  indicated,  but  a  judgement  as  to  its  seriousness  depends  on  its 
persistence  and  on  HUD's  perceptions  as  to  its  cause.   In  particular,  a  default 
' extending  beyond  the  election  deadline  (Section  III)  requires  the  mortgagee  to 
choose  either  to  foreclose  or  assign  the  mortgage  to  HUD.   However,  HUD,  the 
mortgagee  and  the  mortgagor  may  mutually  agree  to  waive  the  election  for  a 
definite  period,  in  hopes  that  the  default  will  be  eliminated.   Also,  if  all 
three  parties  expect  the  default  to  persist,  but  believe  the  project  be  be 
basically  sound,  a  modification  agreement  (e.g.  to  suspend  principle   payments) 
may  be  recommended  and  implemented.   The  modification  will  be  for  a  definite 
period,  after  which  an  evaluation  will  take  place.   At  any  time  after  default, 

the  pajTiients  may  be  brought  up  to  date  and  the  project  is  reinstated. 
*    ■  t. 

In  summary,  a  project  in  final  endorsement  may  be  considered  to  be  finan- 
cially sound  unless  it  is  in  one  of  the  following  categories:   Default  (election 
required),  election  waived,  modification  recommended,  modification  agreement  in 
force-.,  assigned  or  foreclosed.   The  HUD  Area  Office's  Propoerty  Managment  Divi- 
sion has  a  disp]ay,  updated  daily,  of  the  projects  in  these  categories.   In 
addition,  a  project  whose  mortgage  is  assigned  to  HUD  may  be  in  work-out ,  which 
is  an  attempt  to  transfer  the  mortgage  back 'to  the  original  mortgagee.   These 
categories  and  their  interrelationship  are  summarized  in  Diagram  V-l. 

The  subsequent  sections  examine  development  costs,  based  on  the  FIIA  2013 
Application  for  Mortgage  Insurance  ^Exhibit  I.V-5)  and  operating  costs,  as  esti-  ^ 
.mated  on  the  FHA  2013  form  and  taken  from  actual  experiences  of  Project  A  and  '  •'■ 
B.   Emphasis  is  placed  on  conditions  tending  to  create  prolonged  defaults  and 
resulting  ramifications  discussed  above. 


TABLE  V-l 


DEV ELOPM ENT  COSTS  ANTI CIPATED  AT  Aj-PLICATION 
TqR_CONDITIONAL  CCfrJMITMKNT  -  PROJECT  A 
(New  Construction,  One 'Dwelling  Unit) 


1.  Land  Improvement  and  Construction  Cost 

2.  Builder's  and  Architect's  Fees;  Bond  Premium 

3.  All  Improvements 

4.  Carrying  and  Finance  Charges,  BSPRA,  Legal 

and  Organ ' zational 

5.  Total  Development  Cost 

6.  Land  and  Existing  Struc Lures 

7.  Total  Estimated  Replacement  Cost 

8.  Stated  Equity 

9.  Mortgage 

10.  Yearly  Principal  and  Interest  @  3% 


Change  order  on  mortgage 

New  mortgage 

New  Yearly  principal  and  interest: 


$15,726 
1,195 

$16,921 
2,216 

$19,137 

110 

$19,247 

0 

$19,247 
828 


$  2,032 
$21,278 
$   915 


TABLE  V-2 

REVISED  ESTIMATE  OF  DEVELOPMENT  COSTS 
SUBMITTED  DURING  CONSTRUCTION  -  PROJECT  B 
''Rehab  Construction,  One  Dwelling  Unit) 


1.  Land  Improvement  and  Construction  Cost  $11,689 

2.  Builder's  and  Architect's  Fees;  Bond  Premium  697 

3.  All  Improvements  $12,386 

4.  Carrying  and  Finance.  Charges,  BSPRA,  Legal  2,635 

and  Organizational  Costs 

5.  Total  Development  Cost  $15,021 

6.  'Land  and  Existing  Structures  330 

7.  Total  Estimated  Replacement  Cost  $15,351 

8.  Stated  Equity  1,537 

9.  Mortgage  $13,814 
10.   Yearly  Principal  and  Interest  @  3%  594 


Mortgage  estimated  at  application  for  conditional 

commitment:  $12,000 

Former  principal  and  interest:  517 


Development  Co;;  Is 

The  development  costs  used  in  the  application  for  conditional  commitment  for 
Project  A  are  shown  in  Table  V-l.   The  costs  displayed  are  normalized  to  one  dwel- 
ling unit. 

For  Project  B,  similar  costs  prepared  at  the  same  stage  of  project  planning 
were  unavailable;  instead,  a  revised  estimated  submitted  during  construction  is 
shown  in  Table  V-2.   The  mortgage  per  unit  of  $13, 8lU  for  this  project  was  revised 
'upward  from  an  earlier  estimate  of  $12,000  at  the  time  of  application  for, condi- 
tional commitment.   It  is  assumed  that  this  increase  resulted  from  calculations 
in  the  ToLal  Development  Cost  line,  and  was  due  to  a  15  percent  increase  in 
construction  costs,  plus  a  proportional  increase  in  fees  and  carrying  charges. 

..'..'   The  Total  Development  Cost,  indicated  in  line  5  of  Tables  V-l  and  V-2,  is 
the  suae  of  land  improvement  and  construction  or  rehab  costs,  builder's  and  archi- 
tect's fees  and  performance  and  payment  bonds  (line  3),  together  with  carrying 
charge::  on  the  construction  loan,  FHA  fees  and  mortgage  insurance  pre i urns  ,  finan- 
cing  fee,  FKMA/CNMA  fees,  title  and  recording  fees,  legal  and  organizational 
Costs,  and  builder ' s-sponsor ' s  profit  and  risk  allowance  (line  k ) .   Total  develop- 
ment cost  added  to  the  cost  of  land  and  existing  structures  (line  6)  gives  the 
..total  estimated  replacemtn  cost  (line  7)-   The  mortgage  (line  9)  is  the  replace- 
ment cost  minus  the  stated  equity  (line  8). 

These  are  two  ways  in  which  development  cost  can  affect  project  feasibility. 
One  is  for  total  costs  to  bring  rents  up  to  the  maximum  permissible  limits, 
narrowing  the  range  of  eligibility  and  eliminating  any  margin  for  future  cost 
increases.   The  other  is  for  cost  increases  during  construction  to  require  an 
increase   in  the  mortgage,  and  an  equivalent  amortization  increase  in, expenses  v 
without  this  being  a  corresponding  FHA-approved  rent  adjustment.   Examples  follow. 


It  has  already  been  noted  that  revised  cost  estimates  during  construction 
brough  the  mortgage  of  Project  B  up  from  $12,000  per  unit  to  $13,81^,  a  15  per 
cent  increase.   It  is  not  unusual,  of  course,  for  rehabilitation  costs  to  turn 
out  to  b  higher  than  anticipated.   For  example,  a  HUD  Lov-Income  Housing  Demon- 
stration undertaken  in  Boston's  South  End  found  that  "conversion  of  South  End  Row 
Houses  into  FHA  apartments  could  not  be  achieve  without  violating  current  zoning 
and  building  code  requirements."   The  resulting  need  for  waivers  and  variances 
is  bound  to  generate  unanticipated  costs  and  the  likelihood  of  increases. 

-During  construction,  Project  A  experienced  severe  delays,  vandalism  and 
organized  opposition  to  employment  practices  and  quality  of  construction,  leading 
to  a  mortgage  change  order  of  $2,032  per  unit.   The  protest  over  construction  qua- 
lity and  minority  hiring  was  led  by  a  local  civil  rights  group  and  directed  against 
the  sponsor  and  contractor.   These  were  viewed  as  white  enterprises  operating  in 
•the  black  ghetto,  earning  profits  while  dictating  the  kind  and  quality  of  housing 
'to  be  made  available  to  black  residents.  .It  is  ironic  that  the  packaging  of  pro- 
duction incentive's  built  into  the  Section  22l)d)(3)  housing  program  and  urban 
renewal  incentives  (land  write-down  and  neighborhood  facilites)  resulted  in  a 
development  which  stimulated  community  hostility.   Moreover,  a  direct  result  of 
, the  dispute  was  a  higher  mortgage  (but  not  higher  rents),  i.e.  an  increase  in 
fixed  expenses  without  a  corresponding  increase  in  project  income. 

,  .    This  issue  of  increases  in  actual  construction  costs  over  estimated  costs, 
combined  with  the  difficulty  in  obtaining  FHA  approval  of  rent  increases  has 
'occurred  in  other  projects  with  similar  results.   The  causes  of  increased  costs  - 
have  included  both  contractor-caused  delays  and  subsequent  inflation,  and  com- 
munity opposition  to  project  design  or  expected  composition  of  project  tenants, 
with  resultant  delays  and  change  orders. 

Cost  of  land  is  included  in  the  mortgage,  and  although  it  is  a  small  fraction 


programs  operating  outside  of  urban  renewal  areas  have  no   mechanisms  to  prevent 
land  speculation,  and  the  shifting  of  excessive  land  prices  to  the  rent.   For 
example,  a  sponsor  in  Boston  acquired  a  parcel  of  land  in  I963  to  construct  a  new- 
Section  221(d)(2)  project  for  $550,000.   The  seller  was  the  sponsor's  secretary 
(a  straw)  who  had  acquired  the  land  for  $90, 000. 2  The  inflation  of  $)i60,000  in 
land  cost  (and  therefore  added  to  the  mortgage)  would  mean  an  increase  in  annual 
amortization  costs  per  unit  of  $37-   Over  1+0  years  of  amortization,  this,  prof  it 
of  $1+60,000  would  be  financed  by  $791,200  in  accumulated  tenants'  rents. 

The  transaction  Ascribed  above  cannot  be  attributed,  to  the  rules  of  housing 
subsidization  programs.   On  the  other  hand,  the  major  difference  between  subsi- 
dized, housing  and  conventional  real  estate  is  the  rent  constraint.   One  may  ask 
why  a  sponsor  would  choose  to  act  in  a  way  which  tends  to  narrow  the  feasibility 
margin.   A  possible  answer  is  that  FHA's  maximum  allowable  mortgage  and  maximum 
allowable  rent  are  viewed  as  the  ultimate  constraints  during  development,  and 
maximization  of  profits  must  be  achieved  within  this  f ramewor :   large  mortgages 
mean  large  amounts  of  "tax  shelter"  for  sale.   If  maximum  allowable  rents  are 
not  perceived  as  hindering  the  marketability  of  units  ,  then  it  makes  sense  to 
make  maximum  use  of  production  incentives. 

'<*    The  effect  of  such  action  on  the  future  feasibility  of  a  project  may  only 
be  indirect,  e.g.,  rent  strikes  caused  in  part  by  tenant  resentment  over  alleged 
high  profits  earned  by  the  sponsor.   Or,  the  sponsor  may  envisage  future  changes 
in  rent  ceilings  to  allow  for  unforseen  -contingencies . 

Finally,  some  economists  have  concluded  that  the  nationwide  demand  for  land, 
labor  and  materials  stimulated  by  subsidized  housing  production  has  inflated 
development  costs  far  faster  than  the  rent-paying  ability  of  low  and  moderate 
income  families.   Lester  Thurow  of  MIT,  for  example,  has  predicted  that  inflation 
attributable  to  the  demand  created  by  federal  housing  programs  will  increase  land 


EXPENSI o 

APPLIED  FOR 
CONDITIONAL 
COMMITMENT 

1 

OPERATING          1 
(YEAR  ENDING  12/31/71) 

%/DU/YR 

%  OF  EXPECTED 
GROSS  INCOME 

j  %  OF  EXPECTED  j 
$/DU/YR  1  GROSS  INCOME 

MANAGEMENT 

44 

3% 

163 

10%  '  '. 

OPERATING 

176 

12% 

1 

! 

258 

17%  ;  ' 

MAINTENANCE 

97 

7% 

242 

15%   ', 

M 

RESERVE 

62 

4% 

i 

62 

■4%    $> 

r 

TOTAL 

379 

26% 
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46%  :/ ■'■ 

f. 

PROPERTY  TAX 
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240 

15%  -  ■!.:• 

TOTAL  EXP.  &  TAX 
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■* 

AVAILABLE ' FOR 
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- 
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100% 
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o'      , 
100% 

! 

•I0RTGAGE 

19,247 
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''/"■ 
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REQUIRED 

828 
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1 
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1 

a 

RENTS:   NO.  OF  DU. 
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11 
13 
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12 
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1,020 
1,200 
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1,860 

82/mo 

8  5 /mo 

10.0 /mo 

139/mo 
141 /mo 
155/mo 
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1,620 
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82/mo 

8' /mo    | 
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142 /mo 
147 /mo     j 
155/mo 

/ ; 
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; 

1,591 

,   1 
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- 
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7%  of 
Gross 

i 

27 

2%  of    j 
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if 

EXPECTED 
GROSS  RENT 

1,481 

_  

J 

1,564 

!l 

EXHIBIT  V-3 

nnrnATTMP     c'l'A'I'l.'MlJMT    PnnTT'TIT     "A" 


1 

APPLIED   FOR               ! 
!!             CONDITIC  ! 
COMMITS 

AMENDED  DURING 
CONSTRUCT] m 

OPERATING                     1 
(YEAR   ENDING) 
12/31/72) 

EXPENSES 

ij 

$/DU/YR 

%   of   Expected 
Gross   Income 

$/DU/Yr 

%  of  Expectc 
Gross    Income 

:d 

$/DU/Yr 

%  of  Expect  ecjj 
Gross   Income  >'! 

)■'      '  --::ent 

i 
i 

:          1+36 
• 

35% 

1+92 

35% 

11+6 
5l+2 
392 

9% 
3h%        . 

21.  $         ! 

Operating 

Maintenance 

Reserve 

37 

1 
3% 

1+2 

3% 

1 

■    1 

Total 

1+73 

38% 

53^ 

3b% 

1?080 

67? 

Property  Tax 

!          18, 

15% 

211 

15$ 

196 

12? 

Exp.    & 
Total  Tax 

662 

53% 

71+5 

53?? 

1,276 

1 

19%              1 

Available   for 
Prin.    &   Int. 

58U 

hl% 

659 

l+7# 

31+1 

21% 

Expecled 
Gross  Rent 

1,21+6 

100$ 

1 

,i+oi+ 

100^ 

1,617 

100^ 

■        1 

Mortgage 

13,811+ 

13 

,811+ 

13,8H+ 

Principle  and 
Interest  Rea. 

•    591+ 

U8% 

591+ 

k2% 

59I1 

31% 

Income 

1 

Rents:      9-3BR 
19-1+ BR 

1,076 

$9  8 /.-no 

1 

,1+01+ 

117/mo 

1,536 

128/mo 

*  1,1+16 

118/rao 

1 

,560 

130/mo 

1,656 

138/mo 

Gross   Rent 

1,31+0 

1 

,510 

1,617        | 

Vacancy 

91+ 

of  Gross. 
1% 

106 

of  Gross 
1% 

Expected 
Gross  Rent 

1,21+6 

1 

,1+0)+ 

1  1,617 

EXHIBIT  V-1+ 

OPERATING  STATEMENT  PROJECT  "B" 
(Rehab  Construction,  One  Dwelling  Unit. 


Research  Service  at  the  U.S.  Library  of  Congress  lias  calculated  that  one-fourth 
of  a  recent  8  ]  crcent  per  year  increase  in  the  Boeckh  index  of  residential  con- 
struction costs  was  due  to  the  impact  of  subsidized  housing. 

Operating  Costs 

Estimated  operating  costs  for  a  project  are  transmitted  to  HUD  as  part  of 
the  FliA  2013  application.   When  an  application  for  conditional  commitment  is 
submitted,  both  the  sponsor  and  HUD  have  agreed  that  the  project  is  feasible 
and  projected  income  and  expense  figures  are  considered  to  be  realistic  esti- 
mates.   Tables  V-3  and  V— if  show  the  operating  statements  anticipated  for  Pro- 
ject A  and  B  at  application  for  conditional  commitment,  together  with  actual 

o 
operating  financial  statements  for  the  year  ending  December  31,  1971-  'The 

figures  in  the  tables  are  normalized  to  a  single  dwelling  unit.   An  amended, 
estimate  submitted  during  construction  is  included  for  Project  B.   The  separate 
components  of  the  cash  flow  statement  are  defined  below. 

v 

'»  «  EXPENSE 

Management :   The  FHA- approved  fee  paid  to  the  management  firm,  plus 
renting  expense,  office  expense,  manager's  salaries, 
legal  expenses,  auditing  expenses,  telephone  expenses 
and  bad  debts. 

.  Operating:   Fuel,  janitorial  payroll,  electricity,  water,  exter- 
mination and  refuse  removal. 

Maintenance :  Repairs  materials  and  repaird  contracts;  decoration 

supplies  and  contracts;  maintenance  equipment,  supplies 
and  repairs;  and  insurance 

Reserve :     Replacemtn  reserve  (required  to  equal  0.006  x  total 
cost  of  structures,  annually) 

Taxes :       Property  taxes 

Principal    Annual  payment  based  on  a  3  percent  (reduced-interest) 
and  mortgage . 


Interest : 


Line  8  shows  the  amount  available  from  expected  gross  rent 
after  expenses  for  both  projected  cost.:;  and  actual  costs. 
Line  10  and  11  give  the  total  mortgage  amount  and  the 
annual  payment  required,  respectively. 


INCOME 

Gross  Rent:   Maximum  rent  collectable  at  100  percent  occupancy 

Expected 

Gross  Rent:   Rent  collected  after  a;;pwomg  fpr  vacaiacoes/ 

Line  1 :   M an ag e;r; e nt .   The  estimated  expenditure  for  management  expenses  at 
application  for  conditional  commitment  was  §kh   per  unit  per  year,  or  3  percent 
of  expected  gross  rent  for  project  A;  and  $62  per  unit  per  year,  or  5  percent 
of  expected  gross  rent  for  project  B.   Although  estimated  rent  was  adjusted  up- 
ward in  the  amended  estimate  for  project  B,  and  with  this,  an  increase  in  the 
total  management  contribution,  the  percentage  of  expected  gross  rent  for  manage- 
ment expenses  remained  the  same  —  5  percent.   In  1971,  however,  uctual  manage- 
ment expenses  were  10  percent  and  9  percent  of  gross  rent  for  projects  A  and  B, 
respectively. 

In  project  A,  6  percent  of  expected  gross  rent  was  charged  to  the  manage- 
ment fee,  2  percent  to  the  superintendent's  salary,  1  percent  to  auditing  ex- 
pense and  another  1  percent  for  bad  debts  and  legal  expenses. 

In  project  B,  rj   percent  of  gorss  rent  was  charged  to  the  management  fee. 
Additional  administrative  expenses  included  3  percent  for  auditing  expenses  and 
lVpercent  for  bad  debt  and  legal,  eoqpenses. 

Thus,  in  both  projects,  actual  management  expenses  were  incurred  which 
were  mearly  double  the  estimated  allowable  projjortion  for  management.   There 
was  no  explicit  provision  for  these  additional  costs  in  the  FilA  2013  applica- 
tion. 

The  treasurer  of  Beacon  Redevelopment  Corporation,  a  non-profit  sponsor  of 
several  new  Section  221(d)(3)  developments  in  Boston  has  concluded  that  it  is 
absurd  for  HUD  to  insist  on  management  staffing  standards  which  cost  in  excess 


A  Boston  developer  with  extensive  FHA-insured  and  subsidized  holdings  has 
pointed  out  that  legal  costs  associated  with  evicting  gamilies  for  non-payment 
of  rent  can  range  as  high  as  $500.   This  developer  and  others  stress  that  one 
reason  for  the  high  legal  costs  is  the  complicated  nature  of  the  leased  housing 
agreement  involving  the  tenant,  the  Boston  Housing  Authority  and,  implicitly,  , 
the  State  Welfare  Department  which  is  often  the  source  for  the  tenant's  share 
of  the  rent.   However,  there  is  no  explicit  provision  for  legal  fees  in  the  FHA 
2013  application.   The  presumption  is  that  the  management  fee  covers  this  requir 
■  ment . 

In  addition,  many  of  Boston's  projects  are  regulated  by  the  City's  rent 
control  ordinance.   This  legislation  does  not  authorize  eviction  proceedings 
utile -s  the  Boston  Rent  Board  (BRB)  has  issued  a  Certificate  of  Eviction.   The 
law  lists  only  ten  reasons  as  justification  for  a  Certificate  of  Eviction: 
non-payment  of  rent,  violation  of  lease  or  other  covenant,  nuisance  or  damage, 
use  of  premisies  for  illegal  purposes,  failure  to  renew  a  limited-duration 
lease,  failure  to  allow  a  landlord  reasonable  access,  unapproved  subletting, 
landlord  priority  for  certain  family  members,  intention  to  remove  the  unit  from 
rental,  and  any  just  cause  "not  in  conflict  with  the  purposes  of  (the)act." 

Some  developers  have  complained  that  the  BRB  is  reluctant  to  issue  Certificates 
>• 

of  Eviction  for  any  reason  but  non-payment  of  rent,  because  of  the  high  poli- 
tical visibility  of  subsidized  projects. 

In  summary,  HUD  limits  the  proportion  of  gross  rent  allocated  to  management 
and  the  sponsor  is  constrained  to  produce  an  FHA  2013  application  consistent 
.with  this  ceiling.  At  the  same  time,  HUD  management  requirements  and  extra- 
ordinary management  costs  combine  in  practice  to  produce  expenses  far  higher 
than  those  used  in  the  feasibility  calculation.  Unionization  of  management, 
which  has  occurred  to  a  large  extent  elsewhere  in  the  country  and  is  beginning 
to  emerge  in  Boston,  could  result  in  managerial  salaries  increasing  at  n  faster 


;l-.  rate  than  corresponding  tenant  incomes  and  rent-paying  ability,  thus,  adding  more 
pressure  to  the  management  fee. 

■  A  factor  which  is  recognized  to  be  of  prime  and  perhaps  overriding  import- 
ance for  financial  stability  is  the  linkage  between  tenant -management  relation- 
ships on  the  one  hand  and  project  costs  and  income  on  the  other.   It  is  often 
."assumed  that  a  mutually  respectful  relationship  between  tenant  and  manager  is 
'  correlated  with  fever  rent  collection  problems  and  careful  maintenance  of  the 
.property  by  both  parties;  in  turn,  the  tenant -management  relationship  is  affected 
by  a  variety  of  factors ,  including  the  degree  that  management  and  tenant  respon- 
sibilities are  clearly  d<.  ined,  tenants'  perceptions  of  management's  priorities 
'  and  responsiveness,  and  constraints  imposed  on  management  during  the  development. 
process. 

A  national  study  of  management  performance  in  subsidized  housing  completed 
by  the  Urban  Institute  in  Washington,  D.C.  found  that  relatively  low  operating 
'■   expenses  were  associated  with  high  levels  of  occupant  satisfaction,  and  that 
•   occupant  satisfaction  was  associated  with  management's  firmness  in  establishing 
:"  and  enforcing  standards  of  behavior,  management  responsiveness  in  meeting  indi- 
vidual and  group  tenant  needs,  and  clarity  of  occupant  responsibilities. 

In  Boston,  rent  strikes  and  high  levels  of  occupant  dissatisfaction  have 
occurrred  in  projects  where  management  was  accused  of  putting  the  interests  of 
•project  owners  above  those  of  the  tenants.   In  some  cases  alleged  construction 
..defects  were  said  to  have  been  repaired  with  operating  funds  instead  of  by 
•collecting  on  the  contractor's  performance  bond  or  by  withholding  part  of  the 
:  '.'  builder 's-sponsor's  profit  and  risk  allowance.   In  others,  an  identity  of  inter- 
est between  the  sponsor,  the  management  firm  and  several  maintenance  subcontrac- 
tors was  perceived  as  generating  excess  sponsor  profits  by  charging  retail  costs 
•  to  the  operating  and  maintenance  .lines  when  a  single  organization  could  have  been 

,       .  •    ■>         ...    j  .    j    .....  .        .   j       .  .1.  ..  i t   _      .!...„  T.,     ),a4-I-,      nUiii.tinno      nrtffl-nVnt.Pn 


tenant-:::-       nt  relations  have  led  to   -nt  striken  as  well  as  to  charges  of 
inflated  maintenance  budgets.   The  above  examples  also  included  an  implicit    » 
charge  that  the  regulatory  function  of  the  FHA  (and  in  urban  renewal  areas,  the 
Eoston  Redevelopment  Authority)  was  not  being  exercised  effectively;  otherwise 
disputes  over  adequate  contractor  performance  and  management  practices  would  not 
have  developed. 

Finally,  differences  in  race  and  class  as  between  owner/manages  and  occu- 
pants have  been  cited  as  possible  causes  of  neighborhood  apathy  and  tenant  abuse 

•7 

of  the -housing  stock,  resulting  in  higher  than  average  maintenance  costs.   This 

problem  is,  of  course,  aggravated  when  housing  choice  is  limited  by  discrimina- 
te ... 
tionr  Race  and  class  differences  and  limited  choice  are  likely  to  be  more    '' 

serious  in  subsidised  housing  in  the  core  areas,  where  the  production  subsidy 

and  housing  shortage  have  attracted  developers  whose  principal  experience  is  in 

white,  middle  and- upper  income  areas. 

Line  2:   Operating.   For  projects  A  and  B,  the  proportion  of  gross  rent 
t. 

devoted  to  operating  costs  was  UO— 50  percent  higher  than  anticipated.   One 
major  component  of  the  operating  line  —  fuel  —  is  attributable  in  part  to 
increases  in  the  cost  of  gas,  an  increase  not  directly  related  to  the  subsidized 
housing  program  itself.   However ,  there  are  two  sources  of  uncontrollable 
increases  in  quantity  of  fuel  consumed  which  could  be  explained  by  certain 
aspects  of  the  subsidized  housing  development  process. 

One  is  that  some  projects  were  required  to  install  individual  thermostats 

in  dwelling  units  without  allowance  for  a  corresponding  pass-on  to  tenants  iden- 

9 
tified  as  responsible  for  higher  than  average  fuel  consumption.   This  would  force 

increased  costs  caused  by  a  few  tenants  to  be  spread  over  all  units  in  a  project, 

and  at  the  same  time  insulate  those  few  from  the  f uJ 1  consequences  of  their  action: 

Another  source  of  increased  fuel  consumption  which  lias  occurred  in  many 


rehab  projects  is  leaky   and  non-insulated  buildings.   To  some  extent,  heat  loss 
through  windows  and  frames  may  be  controlled  by  adequate  construction  but  a  study 
of  management  in  BURP  projects  lias  pointed  out  that  FHA  was  over-optimistic  in 
estimating  the  cost  of  heating  old  houses.    Moreover,  F1IA  has  refused  to  grant 
rent  increases  sufficient  to  bridge  the  gap  between  expected  and  actual  fuel 
costs. 

In  the  City  of  Boston,  water  rates  increased  by  67  percent  effective  April 
1,  1972.   While  this  does  not  specifically  affect  subsidized  housing  any  more 
than  conventional  housing,  it  has  contributed  to  the  hardship  that  subsidized 
projects  are  experiencing.   It  has  also  been  claimed,  but  not  documented,  that 
some  projects  use  a  disproportionate  volume  of  water. 

In  summary,  unrealistic  projections  of  utility  costs  by  FHA  and  sponsors 
and  "open-ended"  costs  built  into  projects  in  accordance  with  FliA  regulations 
have  increased  while  rents  were  restricted. 

Line  3:   I-'r/':        ^_  For  both  projects  A  and  B,  maintenance  costs  were 
anticipated  to  be  7  percent  of  expected  gross  rent.   However,  the  actual  figure 
was  15  percent- for  the  new  project  and  2^4  percent  for  the  rehabilitated  one. 
From  every  indication  available  at  this  time,  these  increases  were  due  primarily 
to  greater  than  anticipated  frequency  of  repairs,  and  secondarily,  to  higher  cost: 
of  materials  and  services.   If  per  unit  maintenance  costs  shoudl  turn  out  to  be 
systematically  higher  for  rehab  than  new  projects,  as  they  are  in  this  example, 
it  would  appear  that  the  sponsor  and  HUD  were  jointly  unrealistic  in  assigning 
only  7  percent  of  gross  rents  to  the  maintenance  line. 

It  has  also  been  charged  by  tenants  at  Boston  Rent  Board  hearings  that 

shoddy  construction  work  required  subsequent  repairs  that  should  never  have  been 

'*  1.1 

charged  to  the  maintenace  line.  '   Come  of  this  criticism  centered  upon  FHA '3 

policy  of  not  penalizing  the  contractor  while  forbidding  either  use  of  the 


replacement  reserve  fund  or  capitalization  of  repair  costs. 

Several  sponsors  have  also  attributed  the  high  repair  costs  to  tenant  . 
abuse  or  carelessness.   These  sources  assert  that  this  factor  applies  differ- 
entially to  subsidized  housing  primarily  because  these  projects  house  large 
numbers  of  low-income  families  and  large  numbers  of  children.   While  the  data 
shown  in  Section  IV  do  not  strongly  support  this  hypothesis,  these  sponsors 
have  indicated  that  unit  renovation  expenses  when  tenants  move  out  are  in  the 
$500-$l,000  range. 

Class  and/or  race  differences  between  owner/managers  and  tenants  were 
identified  earlier  in  this  section  as  a  possible  cause  of  tenant  abuse.   Clearly, 
,this  is  easier  to  state  than  to  prove.   The  tenant  attitude  survey,  to  be  con- 
ducted as  part  of  this  study  will  attempt  to  discover  whether  such  differences 
or  related  attitudinal  factors  are  correlated  with  careless  or  abusive  behavior. 

,    '  Another  possible  factor  influencing  the  need  for  maintenance  is  to  be ' 

found  in  the  concept  of  "defensible  space"  transition.   This  notion  has  recently 

been  explored  by  Oscar  Newman  as  an  apparent  influence  on  crime  rates  in  public 

12 
:r;g  in  Hew  YorJ;  City.    Design  factors  may  enhance  or  inhibit  a  resident's 

territoriality  toward  identification  with,  and  active  defense  of  public  and 
common  areas  in  a  project.   It  is  tempting  to  speculate  that  elements  of  physical 
design  may  also  influence  an  occupant's  attitude  and  behavior  toward  that  envir- 
onment.  When  subsidized  housing  is  located  in  areas  of  ^reat  need,  tenant  design 
preferences  may  not  be  strong  enough  to  eliminate  mismatches  in  occupant  housing 
compatibility,  thus  increasing  the  possibility  of  more  than  normal  wear  and 
tear. 

'  While  greater  than  expected  frequency  of  repairs  has  contributed  to  operat- 
ing deficits,  the  increase  in  the  cost  of  repairs  lias  also  been  significant. 

Materials  and  labor  costs  have  risen  in  part  because  of  the  higher  demand  created 


by  large-scale  subsidized  housing. 

Moreover,  fire  insurance  rates  have  increased  at  an  unanticipated  rate: 
.project  A's  insurance  premiums  rose  in  one  year  from  $37  to  $97  per  unit.   The 
sponsor  has  claimed  that  the  low-density  fireproof  construction  would  make  self- 
insurance  feasibile  and  cheaper,  but  FHA  rules  will  not  permit  it.   Elving   has 
noted  that  insurance  companies  refused  builder's  risk  insurance  for  BURP  projects 
under  construction,  insisting  instead  on  coverage  of  the  full  replacement  cost. 
However,  since  FHA  allowed  only  builder's  risk  rates  to  be  included  in  the  mort- 

'■gage_,  developers  charged  the  excess  in  premiums  to  maintenance  budgets.   Finally, 
the  innex'-city  location  of  these  projects  resulted  in  cancellation  of  conven- 
tional insurance  and  sponsors  were  forced  to  resort  to  the  nearly  twice  as  ex- 

•  pensive  Fair  Access  to  Insurance  Requirements  (FAIR)  plan. 

Line  5-      Total  Operating  Expenses.   The  sum  of  all  the  effects  previously 

described  has  increased  management,  operating,  maintenance  and  reserve  costs 

"'in -.the  new-construction  project  A  from  an  expected  26  percent  of  expected  gross 
*  r. 

rent  to  H6   percent.   In  the  rehab  project  B,  expected  costs  for  the  same  items 

•were  38  percent  of  expected  gross  rent,  while  actual  costs  were  67  percent.'   In 

other  words,  operating  costs  were  75  percent  higher  than  estimated.   Exacebating 

the  effect  of  the  factors  already  mentioned  are  other  problems  which  cannot  be 

r 

ascribed  to  a  particular  line  of  the  expense  budget,  but  which  interact  with 
other  development  and  operating  decisions. 

First  is  the  possibility  of  intentional  underestimation  of  operating  costs, 
in  response  to  rigid,  but  unrealistic,  FHA  guidelines.   It  is  often  stated,  for 
example,  that  one  important  difference  between  FHA.  and  the  Massachusetts  Housing 
Finance  Agency  is  that  the  latter  requires  more  realistic  operating  expense  esti- 
mates.  Within  FHA,  recent  policy  changes  include  provisions  for  basing  estimated 
operating  costs  on   successful  similar  projects. 


Second,  the  use  of  experience  with  maintanance  costs  for  housing  of  middle 
and  upper-income  tenants  has  been  cited  as  the  source  of  miscalculations  on 

i+-    13 
frequency  of  repairs  and  a  downward  spiral  in  tenant-management  relations. 

Further,  the  modest  design  requirements  imposed  hy  the  program  may  lead  to  pre- 
mature wear  and  resulting  pressure  on  the  operating  budget. 

Line  6:   Taxes.   The  policy  of  the  Assessing  Department  of  the  City  of 
Boston  has  been  to  charge  subsidized  projects  15  percent  of  gross  income  for 
property  taxes.   Thus,  projects  have  escaped  the  consequences  of  Boston's  rapidly 
rising  tax  rate  during  the  past  four  years.   However,  this  policy  has  been  an 
Informal  practice.   A  formal  application  for  abatement  must  be  filed  each  year 
in  order  to  maintain  the  15  percent  standard  and  in  1970,  several  BURP  projects 
were  threatened  with  tax  foreclosure  when  a  misunderstanding  arose  over  the  pro- 
cedural requirements  for  abatement.   Elving  has  pointed  out  that  FilA  was  unwilling 

to  recognize  the  management  cost  required  for  pursuing  these  abatements,  when 

10 
computing  mortgage  estimates. 

i  t. 

In  October,  1972,  the  Commissioner  of  Assessing  of  the  City  of  Boston  sent 

a  notice  to  all  developers  operating  under  Section  221(d)(3)  MR,  221(d)(3)  BMIR, 
and,  236  announcing  a  change  in  tax  policy  for  subsidized  housing  projects.   Begin- 
ning January  1,  1973,  all  projects  must  pay  in  taxes  17  percent  of  potential  gross 
income  from  residential  units,  and  20  percent  of  potential  gross  income  from 
'commercial  space.   The  total  tax  payment  for  1973  will  be  used  as  the  basis  for 
determining  an  aouivalent  assessed  value ,  as  if  this  value  had  produced  the 
tax  at  the  present  tax  rate.   In  future  years,  tax  payments  will  ride  with  the 
propoerty  tax  rate,  based  on  this  assessment. 

'  Both  the  2  percent  increase  in  taxes  for' 1973  and  the  expected  future  increases 
■  in  tax  rate  are  certain  to  put  even  greater  pressure  on  operating  budgets,  unless 
•  corresponding  rent  increases  are  approved.   Moreover,  these  rent,  increases  are 


Lino  8  and  II:   Principal  and  Interest.   Annu.il  amortization  payments  anti- 
cipated at  conditional  commitment  for  project  A  were  $828  per  unit.   The  project 
budget  estimated  that  59  percent  of  expected  gross  income,  or  $878,  was  allocated 
to  this  purpose.   The  mortgage  had  increased  during  operation  of  the  project, 
.however,  with  resulting  yearly  payments  increased  to  $915  per  unit.   At  the  same 
time,  only  kO   percent  of  expected  gross  income,  or  $630  per  unit,  was  actually 
paid  for  amortization.   Similarly,  for  project  B,  the  amount  anticipated  during 
construction  to  be  available  for  amortization  was  $659  per  unit,  or  ^7  percent 
of  expected  gross  income.   During  project  operation,  the  available  amount  decreased 
to  $^12,  while  required  payments  remained  fixed  at  $59^  per  unit.  As  a  res-.  It , 
both  projects  eventually  had  their  mortgages  assigned  to  HUD. 

Line  12  -  15:   Rents.   Two  findings  emerge  from  detailed  examination  of  pro- 
ject gross  and  net  rents:   (l)  gross  rents  have  not  increased  as  rapidly  as  opera- 
■  ting  costs;  (2)  rent  collection  at  first  glance  does  not  appear  to  be  a  major 
problem. 

As  for  rent  increases,  the  relative  stability  of  rent  levels  may  be  attribu- 
ted partly  to  the  many  layers  of  bureaucracy  in  the  Rent  Board  and  FHA  which  must 
be  pierced  in  order  for  an  increase  to  be  approved,  and  partly  to  the  fact  that 
projects  were  planned  to  be  feasible  at  maximum  allowable  rents,  thus  eliminating 
the  possibility  of  increases  in  the  near  future. 

Although  collected  rents  are  closer  than  anticipated  to  gross  rents,  managers 
of  subsidized  housing  cite  the  time-consuming  efforts  required  to  collect  rents. 
One  manager  estimated  that  no  more  than  50  percent  of  rents  were  payed  with  the 
first  four  days  of  the  month;  notification  procedures  uesed  up  valuable  time  which 
might  otherwise  be  devoted  to  other  management  tasks."  Leased  housing  and  rent 
supplement  contracts  have  insured  ultimate  collection  of  full  rents  in  some  units, 
although  with  delays  that  can  play  havoc  with  a  project's  cash  flow.   In  project 


B,  difficulties  with  tenants  occupying  units  leased  to  the  BHA  were  so  great 
that  the  decided  to  terminate  leases  on  more  than  half  the  units 

involved . 

Finally,  an  increasingly  frequent  action  resorted  to  by  tenants  dissat- 
isfied with  project  conditions  is  the  rent  strike.   While  it  may  be  argued  that 
rent  withholding  only  aggravates  the  lack  of  funds  responsible  for  a  project's 
problems,  it  may  often  be  a  tenant's  only  effective  tool. 
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APPENDIX  A 

Subsidized  Housing  Projects  In 
The  Boston  SMSA  -  Summary 


TABLE  A-l 

SUBSIDIZED  HOUSING  PROJECTS 
SUMMARY:   THE  BOSTON  SMSA 


^GRAM 

STATUS 

REHAB 

(DU) 

NEW 
(DU) 

LD 

NT 

COOP 
+  OTHER 

TOTAL 
PROJECTS 

TOTAL 
DU 

(d)(3) 

i 
App .  Pend . 
Initial  End. 
Final  End. 
Assigned 
Foreclosed 

0 

2(  232) 

35(2451) 

9(  453) 

5<  246) 

0 
3(  280) 
30(6593) 
5(  863) 

0 

0 
4 
42 
6 
5 

0 
1 
20 
8 
0 

0 
0 
3 
0 
0 

0 

5 

65 

14 

5 

0 

512 

9,044 

1,316 

246 

Total 

51(3382) 

38(7736) 

57 

29 

3 

89 

11,118 

d)(3) 

Is 

Initial  End. 
Final  End . 

K   30) 
4(  960) 

0 
K   38) 

1 
3 

0 
2 

0 
0 

1 
5 

30 
998 

Total 

5(  990) 

K   38) 

4 

2 

0 

6 

1^028 

Pre-Condi- 
tional  Com- 
mitment 
App.  Pend. 
Initial  End. 
Final  End. 
Assi  gned 

19(1387) 
3(  284) 
3(  255) 
9(  641) 
K  134) 

24(4362) 
6(1398) 

13(2672) 
4(  699) 
0 

8 

11 

8 

1 

1 
5 
4 
0 

0 
0 

1 

0 

43 

9 

16 

13 

1 

5,749 
1,682 
2,927 
1,340 
134 

Total* 

16(1314) 

23(4769) 

28 

10 

1 

39 

6,083 

Initial  End. 
Final  End. 

'•  6(  329) 
15(  824) 

10(1896) 
8(  998) 

14 
21 

2 
2 

0. 
0 

16 
23 

2,225 
1,822 

Total 

21(1153) 

18(2894) 

35 

4 

0 

39 

4,047 

GRAM)  TOTAL* 

__91_(6839)_ 

80(15,437) 

124 

45 

4 

173 

22,276 

Total  Application  Pending** 
Total  Initial  Endorsement 
Total  Final  Endorsement 
Total  Assigned 
Total  Foreclosed 


*Excludes  236  Pre-Conditional  Commitment 
** Excludes  MHFA 


9 

(  1,682) 

38 

(  5,694) 

106 

(13,204) 

15 

(  1,450) 

5 

(   246) 

SU ] iSTD I Y.Y. D  ]J OUS ":  r'_V ROJECTS 
SUMMARY :   THE  CITY  OF  BOSTON 


PROGRAM 

STATUS 

REHAB 
(DU) 

NEW 
(DU) 

LD 

NP 

COOP 
+  OTHER 

TOTAL 
PROJECTS 

TOTAL 
DU 

221(d)(3) 
JMIR 

App.  Pend. 
Initial  End. 
Final  End. 
Assigned 
Foreclosed 

0 

2(  232) 

34(2392) 

9(  453) 

5(  246) 

0 
2(  268) 
19(4328) 
5(  863) 

0 

0 
3 
33 
6 
5 

0 
1 
18 
8 
0 

0 
0 
2 
0 
0 

0 

4 

53 

14 

5 

0 

500 

6,720 

1,316 

246 

Total 

50(3323) 

26(5459) 

47 

27 

2 

76 

0 

8,782 

21(d)(3) 
R-RS 

Initial  End. 
Final  End. 

K   30) 
4(  960) 

0 
K   38) 

1 
3 

0 
2 

0 
0 

1 
5 

30 
998 

Total 

5(  990) 

K   38) 

4 

2 

0 

6 

1,028 

36 

Pre-Condi": 
tional  Com- 
mitment 
App.  Pend. 
Initial  End. 
Final  End. 
Assigned 

16(1301) 
3(  284) 
3(  255) 
9(  641) 
K  134) 

11(2288) 

6(1398) 

8(1500) 

3(  539) 

0 

8 
7 
8 
1 

1 
4 
3 
0 

0 
0 
1 
0 

27 

9 

11 

12 

1 

3,589 
1,682 
1,755 
1,180   • 
134 

Total* 

16(1314) 

17(3437) 

24 

8 

1 

33 

4,751 

3FA'  ' 

•  ■ 

Initial  End. 
Final  End. 

3(  272) 
11 (  732) 

4(  974) 
K   6) 

6 
11 

1 
1 

0 
0 

7 
12 

1,246 
738 

Total 

14(1004) 

5(  980) 

17 

2 

0 

19 

1,984 

• 

■ 
GRAND  TOTAL* • 

85(6631) 

49(99]4)  , 

92 

39 

3 

134 

16,545 

(Total  Application  Pending"* 
■Total  Initial  Endorsement 
Total  Final  Endorsement 
Total  Assigned 
Total  Foreclosed 


9  (1682) 

23  (3531) 

8Z  (963  6J 

15  (1450) 

5  (  246) 


■  *Eicludes  236  Pre-Conditional  Commitment 
'  **Excludes  MHFA 


TABLE     A- 3 


0,TV„  S.UBSIDIZKD   HOUSING    PROJECTS 

SUMMARY:      THE  BOSfoi7TnrK~7F7  '  v  '  — — ~-~--^ii- 

===----------=^=:ri;^':V^.-  ("  ■'  '•.   ('--bury,    South    End,    Dorchester) 


PROGRAM 


sj  mj 

App.  Fend. 
Initial  End 
Final  End. 
Assigned 
Foreclosed 


REHAB 
.     (W} 

0 

2(  232) 

33(2254) 

9(  453) 

5(  246) 


NEW 
(Dll) 


COOP     TOTAL 
j^N^+jmi  E  R   P  RO  J  FCTS 


TOTAL 
DU 


0  0  0 

2(  268)  3  1 

9(1663)  2.4  16 

5(  863)  6  8 

0  5  0 


Total 


221(d)(3)  Initial  End, 
11  Final  End. 

Total 


Pre-Condi- 
tional  Com- 
mitment 
App.  Pend. 
Initial  End 
Final  End. 
Assigned 


49(3185) 


■K   30) 
3(  741) 


.4(  771) 


K   38) 


11 (  885) 
K  98) 
2(  195) 
6(  429) 

_K  134) 


Total* 


lpX.856) 


7(1089) 
K  187)  2 
5(  786)  3 
K   40)  4 
0  1 


7(1013) 


1(  132) 
K   6) 


3 
11 


4 
12 


2(  138)    14 
26.(3983)  '  65   36 


VTotal  Application  Pending** 
Total  Initial  Endorsement- 
Total  Final  Endorsement 
Total  Assigned 
Total  Foreclosed 

*Excludes  236  Pre-Conditional  Commitment 
** Excludes  MI  I  FA 


2  (  285) 
16  (1935) 
65  (5903) 
15  (1450) 

5  (  246) 


1,974 

285 
981 
469 
134 


1,869 


404 
73,9 


M  w   C  (ins  i  i'i(  i  ion,  No 


-«0''»      -x>% 


Percenioge    Chonge 


Changes  in  Average  Rent  vs.  Changes  in  Selected  Cost  Variables: 
Rehabilitation,  Nonprofit 


RehcbiMohon    costs 
InlertJl    Rale 


Percentage    Chonge 


n_AN.';;NG   CQ-iTQ 

CONSTRUCTION    CO'JT'J 

LAUD  SEA^h 

A    (.      SrTiON 

AfPPAISAuS 

(LAViD.   bUluClHClJ 

GCT.rRNUtKT   ir;  r,-..-.  -, 

R!  ■  AtJM  ITATION 

UON'hC.  CODES,  1  IC  i 

-  C  T:ON 

PPEUUINAHY    D(  S  5« 

(COST    fl  TLCMNOLOCTJ 

ARCHITECT'S   fttS 

DEMOLITION 

FlHAJiClNQ 

CONSTRUCTION   FEES 

LEGAL  f££S 

Bail  DERS    f-Pini 

CONSTRUCTION  INTEREST  CMAflCES 

CARRY.  NC    8    FINANCING   CHARGES 

DEGT    SCHVICE  CHARGE'.. 

Ti«cG.t.l.t;*^ 


INCOME  LEv  EL  5 

POPULATION  IN  VA 

GENERAL   PR.CC    I 

TA>E5 

TuTU*^  NCEOS   6 

PRErtPCNCES 


NCOUE  BRACKETS 


^82 


